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GENERAL INFORMATION

Unless the context otherwise requires (a) “Alderwoods Group” refers to Alderwoods Group, Inc., a
Delaware corporation, (b) “Loewen Group” or the “Predecessor” refers to The Loewen Group Inc.,
a British Columbia corporation, (c) “Loewen International” refers to Loewen Group International, Inc., (a
Delaware corporation and a wholly-owned subsidiary of Loewen Group which, on January 2, 2002, was
reorganized and renamed Alderwoods Group, Inc. and thereupon ceased to be affiliated with Loewen
Group), (d) the “Company” refers to Alderwoods Group together with its subsidiaries and associated
companies, (e) “Debtors” refers to, collectively, Loewen Group, Loewen International and their debtor
subsidiaries, and (f) “Loewen Companies” refers to Loewen Group, Loewen International and their
subsidiaries.

All dollar amounts are in United States dollars unless otherwise indicated.



ITEM 1. BUSINESS

Overview

Alderwoods Group, Inc. is the second largest operator of funeral homes and cemeteries in North
America. As of December 28, 2002, the Company operated 763 funeral homes, 185 cemeteries and
62 combination funeral homes and cemeteries throughout North America and 39 funeral homes in the
United Kingdom. The Company provides funeral and cemetery services and products on both an at-need
(time of death) and pre-need basis. In support of its pre-need business, the Company operates insurance
subsidiaries that provide customers with a funding mechanism for the pre-arrangement of funerals.

Loewen International (incorporated in Delaware on February 25, 1987), as reorganized and renamed
Alderwoods Group, Inc., succeeded to the business previously conducted by Loewen Group on January 2,
2002 (the “Effective Date”) under the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., its Parent Corporation and certain of their Debtor Subsidiaries, as modified (the
“Plan”). Alderwoods Group is a holding company owning, directly or indirectly, the capital stock of
approximately 270 subsidiaries through which the funeral, cemetery and insurance businesses are operated.
The principal executive office of the Company is located at 311 Elm Street, Suite 1000,
Cincinnati, Ohio 45202.

Basis of Accounting

Alderwoods Group succeeded to substantially all of the assets and operations of Loewen Group on
the Effective Date, and continues to operate the businesses previously conducted by the Loewen
Companies. The Company’s accounting information contained in this Form 10-K is presented on the basis
of United States generally accepted accounting principles (“GAAP”).

Certain consolidated financial and other information concerning the Predecessor may be of limited
interest to stockholders of the Company and has been included in this Form 10-K. However, the
consolidated financial and other information of the Company issued subsequent to implementation of the
Plan are not comparable with the consolidated financial information and other information issued by the
Predecessor prior to implementation of the Plan due to:

¢ the significant changes in the financial and legal structure of the Company;

e the application of “fresh start” reporting as explained in Note 2 to the Company’s consolidated
financial statements as at and for the 52 weeks ended December 28, 2002 (the “Consolidated
Financial Statements™), as a result of the confirmation and implementation of the Plan described
below; and

= changes in accounting policies, certain account classifications and fiscal accounting periods adopted
by the Company.

Furthermore, Loewen Group had implemented an asset disposition program to dispose of properties
that did not fit into Loewen Group’s strategic plans.

Business Operations

The Company’s segments primarily consist of the funeral and cemetery activities of its operating
subsidiaries. The Company’s segments also include an insurance business in support of the core funeral
and cemetery operations. Within the Company’s segments, the Company maintains a regional operating
structure for the funeral and cemetery business that is organized into multiple geographic regions in the
United States, Canada and the United Kingdom. For certain financial information by segment and
geographic area, see “Management’s Discussion and Analysis of Financial Condition and Results of



Operations — Management’s Discussion and Analysis of Alderwoods Group and — Management’s
Discussion and Analysis of Predecessor,” Note 16 to the Company’s Consolidated Financial Statements
and Note 15 to the Predecessor’s consolidated financial statements. Funeral operations constituted
approximately 64% of consolidated revenue of the Company for 2002, compared to approximately 62% for
the Predecessor in 2001. Cemetery operations constituted approximately 22% of consolidated revenue of
the Company for 2002, compared to approximately 25% for the Predecessor in 2001. Insurance operations
constituted approximately 14% of consolidated revenue of the Company for 2002, as compared to
approximately 13% for the Predecessor in 2001.

Funeral Operations

The Company’s funeral operations encompass making funeral and cremation arrangements on an at-
need or pre-need basis. The Company’s funeral operations offer a full range of funeral services, including
the collection of remains, registration of death, professional embalming, use of funeral home facilities, sale
of caskets and other merchandise and transportation to a place of worship, funeral chapel, cemetery or
crematorium. The Company’s funeral operations generally experience slightly higher sales in the winter
months, primarily due to higher incidents of deaths due to illnesses brought on by cold weather.

Amounts paid for funeral services are recorded as revenue at the time the service is performed.
Payments made for pre-need funeral contracts are either placed in trust or are used on behalf of the
purchaser of the pre-need contract to pay premiums on life insurance polices, under which the Company is
designated as the beneficiary. At the date of performing a pre-need funeral service, the original contract
amount, together with related accrued earnings from trust and increased insurance benefits, is recorded as
funeral revenue.

Cemetery Operations

The Company’s cemetery operations assist families in making burial arrangements and offer a
complete line of cemetery products (including a selection of burial spaces, burial vaults, lawn crypts,
caskets, memcrials, niches and mausoleum crypts), the opening and closing of graves and cremation
services.

Provided certain collectibility criteria are met, pre-need cemetery interment right sales of developed
cemetery property are deferred until a minimum percentage of the sales price has been collected, while
pre-need cemetery interment right sales of undeveloped cemetery property are deferred and revenue is
recognized on a percentage of completion basis. Pre-need sales of cemetery merchandise or services are
deferred until the delivery of such merchandise or performance of such services occurs.

Pursuant to various state and provincial laws, a portion of the proceeds from the sale of pre-need
merchandise and services may also be required to be paid into trusts, which are included in pre-need
cemetery contracts in the Company’s Consolidated Financial Statements. Earnings on merchandise and
services trust funds are deferred on the balance sheet until the revenue of the associated merchandise or
service is recognized in earnings. Selling costs related to the sale of pre-need merchandise and services are
expensed in the period incurred.

Pursuant to various state and provincial laws, the Company provides for the long-term maintenance of
its cemetery properties by placing a portion, typically 10% to 15%, of the proceeds from the sale of
interment rights into a perpetual care trust fund (these amounts are generally contributed to trust when
the contract is fully paid). As allowed by these laws, the income earned on these funds is used to partially
offset the maintenance costs of operating the cemeteries. At December 28, 2002, the cemeteries had
approximately $274 million in perpetual care trust funds, compared to $259 million at December 31, 2001,
which are not reflected in the Consolidated Financial Statements because the principal is required to stay
in trust in perpetuity.



Combined Funeral and Cemetery Operations

The Company operates 62 combination funeral homes and cemeteries in which a funeral operation is
physically located within or adjoining a cemetery operation. The Company’s combination operations allow
synergies between funeral and cemetery sales, and reduction in personnel, equipment and other costs. In
addition, customers are provided with the convenience of a single location to purchase funeral and
cemetery services and merchandise.

Insurance Operations

The Company operates several insurance subsidiaries licensed in a total of 32 jurisdictions. These
insurance subsidiaries sell a variety of life insurance products, primarily for the funding of pre-need
funerals.

Death Care Industry
Competition

The funeral service industry in North America is highly fragmented, consisting primarily of small,
family-owned businesses. There are approximately 22,000 funeral homes and 10,500 cemeteries in the
United States. The Company believes the four largest public operators of funeral homes and cemeteries —
Service Corporation International, Alderwoods Group, Inc., Stewart Enterprises, Inc. and Carriage
Services, Inc. — operate approximately 12% and 9% of the funeral homes and cemeteries, respectively, in
the United States, with approximately 22% of total funeral calls served. The Company’s competition in the
markets it operates generally arise from one or more of the above public operators in addition to
independent operators of funeral homes and cemeteries for at-need and pre-need business. The market
share of a single funeral home or cemetery in any community is often a function of the name, reputation
and location of that funeral home or cemetery. Gains or losses in market share within a community are
usually realized over a number of years.

Cremation

Substantially all of the Company’s funeral homes provide basic cremation services through Company
owned or third party crematories, and the Company has proprietary programs designed to provide a full
range of merchandise and services to families choosing cremation. In 2002, cremations accounted for
approximately 36% of all funeral services performed by the Company, compared to approximately 34%
performed by the Predecessor in 2001. According to the latest industry studies available, cremations
increased by approximately 1% annually from 1997 to 2001, as a percentage of all funeral services in the
United States and, in 2001, accounted for approximately 27% of all funeral services performed in the
United States. This trend to increasing cremations is expected to continue into the future.

Regulation

The funeral service and cemetery industry is regulated primarily on a state and provincial basis with a
vast majority of jurisdictions requiring licensing and supervision of individuals who provide funeral-related
services. Most jurisdictions also regulate the sale of pre-need services and the administration of any
resulting trusts or insurance contracts. The laws and regulations are complex, subject to interpretation by
regulators, and vary from jurisdiction to jurisdiction. Non-compliance with these regulations can result in
fines or suspension of licenses required to sell pre-need services and merchandise. In addition, concerns
regarding lack of competition have led a few jurisdictions to enact legislation restricting the common
ownership of funeral homes, cemeteries and related operations within a specific geographic region.

The Company’s operations in the United States must also comply with federal legislation, including
the laws administered by the Occupational Safety and Health Administration, the Americans with




Disabilities Act and the Federal Trade Commission (“FTC”) regulations. The FTC administers the Trade
Regulation Rule on Funeral Industry Practices, the purpose of which is to prevent unfair or deceptive acts
or practices in connection with the provision of funeral goods or services. Certain regulatory requirements
also exist in Canada and the United Kingdom.

The Company’s operations are subject to numerous environmental laws, regulations and guidelines
adopted by various governmental authorities in the jurisdictions in which the Company operates. On a
continuing basis, the Company’s business practices are designed to assess and evaluate environmental risk
and, when necessary, conduct appropriate corrective measures. Liabilities are recorded when known or
considered probable and reasonably estimable. Actual environmental liabilities could differ significantly
from the Company’s estimates.

The Company’s insurance subsidiaries are subject to regulation by the states in which they are
domiciled and the states in which their products are sold.

Employees

At February 22, 2003, the Company employed approximately 9,500 people, with approximately 530
people employed at the executive and administrative offices in Cincinnati, Chio, Toronto, Ontario and
Burnaby, British Columbia. The Company believes that relationships with these employees are good, but
recognizes employees have concerns over the challenges facing the Company. At February 22, 2003,
approximately 120 of the Company’s employees were members of collective bargaining units.

Web Site Access to Periodic and Current Reports

The Company makes its periodic and current reports available, free of charge, through its web site at
http://www.alderwoods.com as soon as reasonably practicable after such material is electronically filed
with, or furnished to, the United States Securities and Exchange Commission (“SEC”).

Predecessor Overview

From the inception of Loewen Group in 1985 until the last half of 1998, Loewen Group’s business
philosophy centered on a growth strategy in the funeral home and cemetery businesses. Loewen Group’s
primary growth philosophy was to act as a consolidator and, as such, to respond to opportunities offered by
independent operators seeking to complete their own ownership “succession planning” by selling their
businesses to a larger organization. The greatest number of acquisitions made by Loewen Group involved
small- and medium-sized businesses; these businesses, many with annual revenues of less than $1 million,
comprised the vast majority of the Loewen Group’s operating locations. Most acquisitions made by
FLoewen Group were funded by debt either (a) issued to the seller, (b) borrowed from large financial
institutions or (c) raised in the public debt markets. Beginning in 1996, Loewen Group’s strategic growth
plan began to increase its focus on acquisitions of cemeteries, as distinguished from the earlier emphasis
on acquisitions of funeral homes.

Beginning in the second half of 1998, in light of negative cash flow from its businesses and increasing
difficulties in meeting its debt service obligations, Loewen Group virtually ceased its acquisition program.
During the last quarter of 1998, Loewen Group began attempting to sell various operations.

Loewen Group’s financial difficulties primarily stemmed from a highly burdensome debt load, much
of which was incurred in connection with its historical acquisition program, and the poor cash flow
characteristics associated with its then-existing cemetery pre-need sales strategy. As of March 31, 1999,
Loewen Group’s consolidated balance sheet reflected approximately $2.1 billion of long-term debt (of
which approximately $742.2 million was due currently) and approximately $48.8 million of other current
debt.




On June 1, 1999 (the “Petition Date”), Loewen Group, approximately 850 United States subsidiaries
of Loewen Group {including Loewen International) and one foreign subsidiary of Loewen Group each
voluntarily filed a petition for creditor protection under Chapter 11 (“Chapter 11} of title 11 of the
United States Code (the “Bankruptcy Code”) in the United States Bankruptcy Court for the District of
Delaware (the “Bankruptcy Court”). Concurrent with the Chapter 11 filing, Loewen Group and 117 of its
Canadian subsidiaries filed for creditor protection under the Companies’ Creditors Arrangement Act
(“Creditors Arrangement Act”) with the Ontario Superior Court of Justice (the “Canadian Court”).
Subsequent to the Petition Date, five additional subsidiaries of Loewen Group voluntarily filed petitions
for creditor protection and 41 subsidiaries were voluntarily deleted. The Loewen Companies’ insurance,
United Kingdom and certain funeral and cemetery subsidiaries were excluded from the Chapter 11 and
Creditors Arrangement Act filings.

The Bankruptcy Court confirmed the Plan on December 5, 2001, the Canadian Court recognized the
Plan on December 7, 2001, and the Plan became effective on January 2, 2002.

Pursuant to the Plan, the following transactions, among other things, were completed on the Effective
Date:

o Loewen Group, through a series of transactions, transferred to Loewen International all of its
assets, excluding only bare legal title to its claims against the United States in the pending
arbitration matter ICSID Case No. ARB(AF)/98/3 (the “NAFTA Claims”) under the North
American Free Trade Agreement (“NAFTA”), and transferred to Loewen International the right to
any and all proceeds from the NAFTA Claims; these transactions were structured in light of the
jurisdictional and substantive requirements for the maintenance of, and are intended to preserve,
the NAFTA Claims; and, following these transactions, Loewen Group ceased to have any
employees, meaningful assets or operations;

o Through a series of subsidiary restructuring transactions, including mergers, consolidations and
similar transactions, the number of subsidiaries in the corporate structure was reduced from more
than 1,000 to approximately 300;

o Loewen Group’s ownership of Loewen International was cancelled, and Loewen International
thereupon ceased to be affiliated with Loewen Group;

> The 9.45% Cumulative Monthly Income Preferred Securities, Series A issued by Loewen Group
Capital, L.P. (“Monthly Income Preferred Securities) and the related obligations were cancelled in
exchange for warrants (“Warrants™) to purchase 496,800 shares of common stock, par value $0.01
per share, of Alderwoods Group (“Common Stock™) at an initial price of $25.76, which Warrants
will expire on January 2, 2007;

> The debt claiming the benefit of the collateral trust agreement dated as of May 15, 1996, among
Bankers Trust Company, as trustee, Loewen Group, Loewen International and certain pledgors
(the “Collateral Trust Agreement”) was cancelled in exchange for a combination of an aggregate
cash payment of $131.5 million, 36,728,503 shares of Commen Stock and Alderwoods Group’s
12¥4% Senior Notes Due 2009 in the aggregate principal amount of $330 million (“Seven-Year
Unsecured Notes”), Alderwoods Group’s 12V4% Senior Notes Due 2004 in the aggregate principal
amount of $49.5 million (“Two-Year Unsecured Notes”) and Alderwoods Group’s 11% Senior
Secured Notes Due 2007 in the aggregate principal amount of $250 million (“Five-Year Secured
Notes™);

o Certain claims were settled in exchange for an aggregate cash payment of $2 million and 11,648
shares of Common Stock;

e Certain unsecured obligations were cancelled in exchange for an aggregate of 2,759,270 shares of
Common Stock, Warrants to purchase 2,495,200 shares of Common Stock and all of the interests in




a liquidating trust that holds (a) five-year warrants of reorganized Prime Successions Holdings, Inc.
(“Prime”) issued to Loewen Group in Prime’s reorganization proceeding and (b) an undivided 25%
interest in the net proceeds, if any, of the NAFTA Claims;

o Certain administrative claims were satisfied through the issuance of Alderwoods Group’s 12%%
Convertible Subordinated Notes Due 2012 in the aggregate principal amount of $24.7 million (the
“Convertible Subordinated Notes™), which are convertible, at the holder’s option, into Common
Stock at an initial conversion rate equal to $17.17 per share and 379,449 shares of Common Stock,
which resulted in Alderwoods Group becoming the owner of all of the outstanding common stock
of Rose Hills Holdings Corp. (“Rose Hills”) which in turn owns 100% of the outstanding common
stock of Rose Hills Company, also an SEC registrant;

o Certain executory contracts and unexpired leases of the debtor subsidiaries were reinstated and,
such indebtedness, together with long-term indebtedness of subsidiaries of the Company that were
not debtors, totaled approximately $45 million;

o Cash payments in the aggregate amount of $31.6 million were made in respect of certain
convenience, priority and other claims;

° A new board of directors was selected for the Company; and

o The Company entered into an exit financing facility (the “Credit Facility”) with a maximum
availability of $75 million.

During the Company’s first year of operations, subsequent to the Effective Date, the Company had a
continuing obligation to resolve residual bankruptcy claims of allowed amounts, most of which were
procedural oriented. In this regard, at fresh start, the Company estimated its cost to complete and resolve
such pending matters and established an accrual of $57.1 million. Though the Company had anticipated
completing all remaining reorganization matters and tasks during fiscal 2002, various delays experienced
resulted in a number of items still not being completed. Although the estimated amounts were accrued at
emergence, the continuing activities and associated costs, primarily legal fees, general Chapter 11 costs,
legal reorganization costs, and adversary proceeding costs, continue to be incurred to complete the
remaining reorganization procedures. Accordingly, the Company has estimated the remaining costs and
has a remaining balance of $26.3 million at December 28, 2002. The Company expects to complete the
remaining reorganization procedures during fiscal year 2003.

ITEM 2. PROPERTIES

The Company’s properties consist primarily of funeral homes and cemeteries. Of the Company’s
802 funeral homes at December 28, 2002, 106 were leased facilities and the balance were owned by the
Company. In some cases, the Company has a right of first refusal and/or an option to purchase its leased
premises. Of the funeral homes owned by the Company, 379 funeral homes in the United States are
pledged as security for the Credit Facility and 51 funeral homes are pledged as security for other debt. As
of December 28, 2002, there were 643 funeral homes located in the United States, 120 in Canada and 39 in
the United Kingdom.

The Company operated or provided management and sales services pursuant to various management
and sales agreements to 185 cemeteries at December 28, 2002, of which the assets of two are pledged as
security for debt. The cemeteries (including those in combination funeral homes and cemeteries) operated
by the Company at December 28, 2002, contained an aggregate of approximately 12,600 acres of which
approximately 60% were developed. As at December 28, 2002, there were 181 cemeteries located in the
United States and four in Canada.

At December 28, 2002, 59 combination funeral homes and cemeteries were located in the United
States and three in Canada. Of the Company’s 62 combination funeral homes and cemeteries at




December 28, 2002, one was leased and the balance were owned by the Company. Of the combination
funeral homes and cemeteries located in the United States, eight are pledged as security for the Credit
Facility and three are pledged as security for other debt.

The Company’s office in Cincinnati, Ohio occupies approximately 21,000 square feet of leased office
space. The Company’s office in Toronto, Ontario occupies approximately 19,000 square feet of leased
office space. The Company’s office in Burnaby, British Columbia occupies approximately 69,000 square
feet of leased office space.

The Company’s facilities are well-maintained and kept in good condition, which, management
believes, meets the standards required for the Company’s nature of business.

ITEM 3. LEGAL PROCEEDINGS
Proposed Civil Rights Class Actions

Since July 2000, ten lawsuits were filed against Security Industrial Insurance Company, subsequently
renamed Security Plan Life Insurance Company, a subsidiary of the Company, and various other unrelated
insurance companies asserting similar claims and seeking class action certification. The complaints in each
of the lawsuits were virtually identical alleging that the defendants sold life insurance products to plaintiffs
and other African Americans without disclosing that premiums paid would likely exceed the face value of
the policies, and that plaintiffs paid higher premiums than Caucasian policyholders and received
proportionately lower death benefits. The plaintiffs sought, among other things, injunctive relief, equitable
relief, restitution, disgorgement, increased death benefits, premium refunds (in one case, with interest),
costs and attorney fees.

On January 9, 2002, the Louisiana State Court gave final approval to a class-action settlement with
respect to the claims in the lawsuits. The Louisiana State Court’s final approval determined such
settlement to be fair, reasonable and adequate for the class, which was certified by such court for
settlement purposes only. The settlement provided agreed-upon amounts of compensation to class
members in exchange for a release of all pending and future claims they may have against the Company
and certain of its affiliates. The Company has recorded a provision for the agreed-upon amounts of
compensation and related costs with respect to these lawsuits within the Company’s Consolidated
Financial Statements.

During the fourth quarter of fiscal 2002, the agreed upon amounts of compensation to all class
members were paid and settled in accordance with the terms of the settlement described above.

The Loewen Group Inc. et al. v. The United States of America

In October 1998, the Predecessor and Raymond L. Loewen, the then-Chairman and Chief Executive
Officer of the Predecessor, filed a claim against the United States government for damages under the
arbitration provisions of NAFTA. The claimants contend that they were damaged as a result of breaches by
the United States of its obligations under NAFTA in connection with certain litigation in the State of
Mississippi entitled O’Keefe vs. The Loewen Group Inc. Specifically, the plaintiffs allege that they were
subjected to discrimination, a denial of justice, a denial of the fair and equitable treatment and full
protection and security guaranteed by NAFTA and uncompensated expropriation, all in violation of
NAFTA. The NAFTA claims are currently the subject of a pending proceeding before an arbitration panel
(the “Arbitration Tribunal”) appointed pursuant to the rules of the International Centre for Settlement of
Investment Disputes. In January 2001, the Arbitration Tribunal issued a ruling rejecting certain of the
U.S. government’s jurisdictional challenges and scheduled a hearing on the merits of the NAFTA claims,
held on October 15-19, 2001. A motion relating to the jurisdiction of this matter was heard on June 5, 2002.
The matter is now pending before the Arbitration Tribunal.




Pursuant to the Plan, the Predecessor, through a series of transactions, transferred to the Company ail
of its assets, excluding legal title to the NAFTA claims, and transferred to the Company the right to any
and all proceeds from the NAFTA claims. In addition, pursuant to the Plan, an undivided 25% interest in
the proceeds, if any, of the NAFTA claims as such proceeds may be adjusted as a result of the arbitration
contemplated by the letter agreement between the Predecessor and Raymond L. Loewen, dated May 27,
1999 (the “NAFTA Arbitration Agreement”), less (a) any amounts payable under paragraph 3 of the
NAFTA Arbitration Agreement and (b) any amounts payable pursuant to the contingency fee letter
agreement between Jones, Day, Reavis & Pogue and the Predecessor, dated July 25, 2000, was transferred
to a liquidating trust for the benefit of creditors of the Predecessor. Although the Company believes that
these actions should not affect the NAFTA claims, the government of the United States, respondent in the
NAFTA proceeding, has asserted that these actions have divested the Arbitration Tribunal of jurisdiction
over some or ail of the claims. The Company does not believe that it is possible at this time to predict the
final outcome of this proceeding or to establish a reasonable estimate of the damages, if any, that may be
awarded, or the proceeds, if any, that may be received in respect of the NAFTA claims.

Other

The Company is a party to other legal proceedings in the ordinary course of its business, but does not
expect the outcome of any other proceedings, individually or in the aggregate, to have a material adverse
effect on the Company’s financial position, results of operations or liquidity.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

None.

EXECUTIVE OFFICERS OF ALDERWOODS GROUP

The following table sets forth certain information with respect to executive officers of Alderwoods
Group as of February 22, 2003.

Name Age  Position

JohnS.Lacey ............. 59  Chairman of the Board

Paul A. Houston . .......... 54 Director, President and Chief Executive Officer
Ross S. Caradonna ......... 52  Executive Vice President, Chief Information Officer
Cameron RW. Duff ........ 42 Senior Vice President, Corporate Development
Ellen Neeman............. 52 Senior Vice President, Legal and Compliance
Richard J. Scully . . .. ....... 44  Senior Vice President, Sales and Marketing
Kenneth A, Sloan .......... 53  Executive Vice President, Chief Financial Officer

Certain biographical information relating to each of these individuals is set forth below.

John S. Lacey became the Chairman of the Board of Directors of Alderwoods Group on January 2,
2002. From January 1999 to January 2002, Mr. Lacey was the Chairman of the Board of Directors of
Loewen Group. In December 1998, Mr. Lacey became a director of Loewen Group. From July 1998 to
November 1998, Mr. Lacey was President and Chief Executive Officer of The Oshawa Group Ltd., a
marketer of food and pharmaceutical products, in Toronto, Ontario. From November 1996 to July 1998,
Mr. Lacey was President and Chief Executive Officer of WIC Western International Communications Inc.,
a private broadcaster, in Vancouver, British Columbia.

Paul A. Houston became a director, President and Chief Executive Officer of Alderwoods Group on
January 2, 2002. From December 1999 to January 2002, Mr. Houston was President and Chief Executive
Officer of Loewen Group and President of Loewen International. Additionally, Mr. Houston served as a
director of Loewen Group from June 1999 to January 2002. From August 1996 to October 1999,




Mr. Houston was President and Chief Executive Officer of Scott’s Restaurants Inc., a quick service food
company.

Ross S. Caradonna became Executive Vice President, Chief Information Officer of Alderwoods Group
on January 22, 2003. From September 2002 to January 21, 2003, Mr. Caradonna was Senior Vice President,
Chief Information Officer of Alderwoods Group. From September 2001 to September 2002,
Mr. Caradonna served as Senior Vice President, Chief Information Officer of Sobey’s Inc., a grocery
retailer and distributor. From October 2000 to July 2001, Mr. Caradonna was a Senior Retail Consultant
with Karabus Management. From June 1991 to September 2000, Mr. Caradonna served as Senior Vice
President, Chief Information Officer of Scott’s Hospitality Inc., an international consumer service
company.

Cameron R.W. Duff became Senior Vice President, Corporate Development of Alderwoods Group in
June 2002. From March 2001 until March 2002, Mr. Duff was a partner in the law practice of Donahue
Ernst & Young. From July 2000 to February 2001, Mr. Duff was a consultant to TD Bank Financial Group,
a provider of financial products and services. From July 1997 to June 2000, Mr. Duff was Vice President,
Business Development & Corporate Strategy for CT Financial Services Inc., a provider of financial
products and services.

Ellen Neeman became Senior Vice President, Legal and Compliance of Alderwoods Group in June
2002. From May 2001 to January 2002, Ms. Neeman was Vice President & Corporate Secretary for 724
Solutions, Inc., a provider of Internet infrastructure software. From March 2000 to April 2001,
Ms. Neeman was Vice President & Corporate Secretary for Geac Computer Corporation Limited, a
software provider. From March 1997 to January 2000, Ms. Neeman was Senior Vice President, General
Counsel & Corporate Secretary for UniHost Corporation, a company engaged in hotel ownership,
franchising and management businesses.

Richard J. Scully became Senior Vice President, Sales and Marketing of Alderwoods Group in
January 2003. From June 2001 to January 2003, Mr. Scully was Vice President, Sales and Marketing of
Alderwoods Group. From 2000 to June 2001, Mr. Scully served as Director, E-Commerce of Tucows
International Corp., an internet channel management company. From 1989 to 2000, Mr. Scully was
Director, Knowledge Management at Glaxowellcome Canada Inc., a pharmaceutical manufacturing and
marketing company.

Kenneth A. Stoan became Executive Vice President, Chief Financial Officer of Alderwoods Group on
January 22, 2003. From January 2, 2002, to January 21, 2003, Mr. Sloan was Senior Vice President, Chief
Financial Officer of Alderwoods Group. From November 2000 to January 2002, Mr. Sloan was Senior Vice
President, Chief Financial Officer of Loewen Group and of Loewen International. From September 1987
to September 2000, Mr. Sloan served as Senior Executive Vice President, Finance and Planning and Chief
Financial Officer of Shoppers Drug Mart Ltd., an operator of drug stores.

No executive officer of Alderwoods Group is related by blood, marriage or adoption to any director or
other executive officer of Alderwoods Group.

There are no arrangements or understandings between any executive officer of Alderwoods Group
and any other person pursuant to which the executive officer was selected as an executive officer of
Alderwoods Group.
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PART II

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER
MATTERS

Market Information

Pursuant to the Plan, the Company’s Common Stock and Warrants were issued on the Effective Date
and commenced trading on The NASDAQ Stock Market, Inc. (“Nasdaq”) on January 3, 2002. The
Common Stock and Warrants trade as National Market securities on Nasdaq under the symbols “AWGI”
and “AWGIW,” respectively.

The following table sets forth, for the periods indicated, the range of high and low sales prices of the
Company’s Common Stock, as reported on Nasdaq.

Price Range
High Low
52 Weeks Ended December 28, 2002:
12-week period ended March 23,2002 . .. ........ ... oo oL $1531 $11.50
12-week period ended June 15,2002 ........ ... ... . oo o, 12.00 6.86
16-week period ended October 5, 2002 . . . .. ... . . 9.90 545
12-week period ended December 28,2002 . ... ... ... ... ... . . .. 6.73 3.65

As at February 22, 2003, there were 491 and 418 record holders of the Common Stock and Warrants,
respectively.

Dividend Policy

Since the Effective Date, Alderwoods Group has not paid any cash dividends, and it is not anticipated
that Alderwoods Group will pay any dividends on the Common Stock in the foreseeable future. In
addition, covenants in the respective indentures governing the Five-Year Secured Notes, the Seven-Year
Unsecured Notes, the Convertible Subordinated Notes and in the Credit Facility restrict the ability of
Alderwoods Group to pay dividends and may prohibit the payment of dividends and certain other
payments.

Recent Sales of Unregistered Securities

As of the Effective Date and in accordance with the Plan, the Company issued in respect of holders of
certain claims:

o 39,878,870 shares of Common Stock;

o Warrants to purchase 2,992,000 shares of Common Stock (exercisable at an initial exercise price of
$25.76 per share at anytime on or before January 2, 2007);

o $250 million aggregate principal amount of the Company’s 11% Senior Secured Notes Due 2007;
(on July 25, 2002, the Company completed an optional redemption of $15 million in principal
amount, plus accrued interest and, on January 2, 2003, completed a mandatory redemption of
$10 million in principal amount, plus accrued interest);

> $49.6 million aggregate principal amount of the Company’s 12%% Senior Notes Due 2004 (on
April 26, 2002, all outstanding notes were redeemed for a total redemption price of $49.6 million,
plus accrued interest to (but not including) April 26, 2002);

° $330 million aggregate principal amount of the Company’s 12%4% Senior Notes Due 2009; and

o $24.7 million aggregate principal amount of the Company’s 12%% Convertible Subordinated Notes
Due 2012 (convertible at any time at the option of the holder, at an initial conversion rate equal to
$17.17 per share).

11




Section 1145(a)(1) of the Bankruptcy Code exempts the offer and sale of securities under a plan of
reorganization from registration under the Securities Act of 1933 (the “Securities Act”) and state securities
laws if three principal requirements are satisfied: (a) the securities must be offered and sold under a plan
of reorganization and must be securities of the debtor, an affiliate participating in a joint plan with the
debtor or a successor to the debtor under the plan; (b) the recipients of the securities must hold a
prepetition or administrative expense claim against the debtor or an interest in the debtor; and (c) the
securities must be issued entirely in exchange for the recipient’s claim against or interest in the debtor, or
principally in such exchange and partly for cash or property. Section 1145(a)(2) of the Bankruptcy Code
exempts the offer of a security through any warrant, option, right to purchase or conversion privilege that
is sold in the manner specified in section 1145(a)(1) and the sale of a security upon the exercise of such a
warrant, option, right or privilege. Alderwoods Group believes that the offer and sale of the Common
Stock, the Warrants, the Five-Year Secured Notes, the Two-Year Unsecured Notes, the Seven-Year
Unsecured Notes, and the Convertible Subordinated Notes under the Plan satisfy the requirements of
section 1145(a)(1) of the Bankruptcy Code and, therefore, are exempt from registration under the
Securities Act and state securities laws. Similarly, the offer of Common Stock through the Warrants and
the Convertible Subordinated Notes and the sale of Common Stock upon the exercise of the Warrants or
conversion of the Convertible Subordinated Notes satisty the requirements of section 1145(a)(2) of the
Bankruptcy Code and, therefore, are exempt from registration under the Securities Act and state securities
laws.

ITEM 6. SELECTED FINANCIAL DATA

Alderwoods Group succeeded to substantially all of the assets and operations of Loewen Group on
the Effective Date, and continues to operate the businesses previously conducted by the Loewen
Companies. For financial reporting purposes, the effective date of the reorganization was December 31,
2001, because U.S. GAAP requires that the financial statements reflect fresh start reporting as of the
confirmation date or as of a later date when all material conditions precedent to the Plan becoming
binding are resolved.

Certain consolidated financial and other information concerning the Predecessor may be of limited
interest to stockholders of the Company and has been included in this Form 10-K. However, the
consolidated financial and other information of the Company issued subsequent to the Plan
implementation are not comparable with the consolidated financial information and other information
issued by the Predecessor prior to the Plan implementation due to:

o the significant changes in the financial and legal structure of the Company;

° the application of “fresh start” reporting as explained in Note 2 to the Company’s Consolidated
Financial Statements, as a result of the confirmation and implementation of the Plan; and

o changes in accounting policies, and certain account classifications and fiscal accounting periods
adopted by the Company.

Furthermore, Loewen Group had implemented an asset disposition program to dispose of properties
that did not {it into Loewen Group’s strategic plans. Accordingly, the accompanying selected consolidated
financial information should be reviewed with caution, and the Predecessor’s selected consolidated
financial information should not be relied upon as being indicative of future results of the Company or
providing an accurate comparison of financial performance. A black line has been drawn to separate and
distinguish between the consolidated financial information that relates to the Company and the
consolidated financial information that relates to the Predecessor.

Set forth below is certain selected consolidated financial and operating information for the Company
as of December 28, 2002, and December 31, 2001 and for the 52 weeks ended December 28, 2002, and, for
the Predecessor, consolidated financial and operating information as of and for the years ended
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December 31, 2001, 2000, 1999, and 1998. The selected consolidated financial information set forth below
is derived from the Company’s and the Predecessor’s respective audited consolidated financial statements
for such periods, and should be read in conjunction with the Company’s Consolidated Financial
Statements and the Predecessor’s consolidated financial statements included in Item 8 of this Form 10-K
(including the notes thereto), as well as the discussion contained under the caption “Management’s
Discussion and Analysis of Financial Condition and Results of Operations.”

W Predecessor
Sibgifmk&ief%%fd Year Ended December 31
2002 2001 (e) 2000 (f) 1999 (g) 1998 (h)
(in thousands, (in thousands, except per share ameunts)
except per share
amounts)
Income Statement Information:
Revenue . .......... ... ... ... ... $ 833,453 $ 836,401 $927,684 $1,021,230 $1,104,492
Grossmargin (). . ... ... . 139,767 181,239 262,023 258,529 269,705
Provision for goodwill impairment (a) . . .. 242,204 — — — —
Provision for asset impairment (i) . . ... .. 3,283 180,658 116,937 428,194 333,900
Earnings (loss) from operations . ....... (148,908) (132,173) 17,469 (324,656)  (260,127)
Loss before extraordinary gain, fresh start
valuation adjustments and cumulative
effect of accounting change.......... (233,744) (87,160)  (57,345)  (523,439)  (594,257)
Basic loss per share before extraordinary
gain, fresh start valuation adjustments
and cumulative effect of accounting
change (b) . .......... ... ... .. (5.86) (1.29) (0.89) (7.18) (8.15)
Aggregate dividends declared per share . . . — — — — 0.10
Alderwoods Group Predecessor
As of December 28  As of December 31 As of December 31
2002 2001 2000 1999 1998
(in thousands) (in thousands)
Balance Sheet Information:
Totalassets . . .............. $3,170,049 $3,503,103 $3,878,044  $4,059,751  $4,709,654
Liabilities subject to
compromise (€) . .......... — — 2,289,497 2,282,601 —
Total long-term debt (c)(d) .. ... 759,670 835,648 73,542 91,204 2,343,014
Stockholders’ equity (deficit) . . . . 523,402 739,352 (662,768) 383,075 913,365

(a) See Note 15 to the Company’s Consolidated Financial Statements.

(b) There are no material differences between basic and diluted loss per share. Predecessor loss per share amounts
are included herein, as required by U.S. GAAP. However, the common stockholders of the Predecessor received

no equity in the Company upon reorganization.

(c) For the Predecessor, under-secured and unsecured debt obligations (including the Monthly Income Preferred
Securities) were reclassified to liabilities subject to compromise for 2000 and 1999, as a result of the Chapter 11
and the Creditors Arrangement Act filings. For 1998, Monthly Income Preferred Securities of $75.0 million are

included in long-term debt.

(d) For the Predecessor, total long-term debt comprises long-term debt which is not subject to compromise, including

the current maturities of long-term debt.

(e) The financial results of the Predecessor for the year ended December 31, 2001, include $87 million of pre-tax
charges representing reorganization costs. The 2001 results exclude $133 million of contractual interest expense
applicable to certain pre-Petition Date debt obligations, which were subject to compromise as a result of the

Chapter 11 and Creditors Arrangement Act filings.
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The financial results of the Predecessor for the year ended December 31, 2000, include $46 million of pre-tax
charges representing reorganization costs. The 2000 results exclude $154 million of contractual interest expense
applicable to certain pre-Petition Date debt obligations, which were subject to compromise as a result of the
Chapter 11 and Creditors Arrangement Act filings.

The financial results of the Predecessor for the year ended December 31, 1999, include $59 million of pre-tax
charges representing impairment of investments and accrual of contingent losses on investments and $93 million
of reorganization costs. The 1999 results exclude $95 million of contractual interest expense applicable to certain
pre-Petition Date debt obligations, which were subject to compromise as a result of the Chapter 11 and Creditors
Arrangement Act filings.

The financial results of the Predecessor for the year ended December 31, 1998, include $315 million of pre-tax
charges representing impairment of investments and accrual of contingent losses on investments.

Predecessor provision for asset impairment includes goodwill impairment as determined under the Financial
Accounting Standards Board Statement of Financial Accounting Standards No. 121, “Accounting for the
Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of.”

For the 52 weeks ended December 28, 2002, gross margin includes depreciation expense not previously included
in the prior years.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

MANAGEMENT’S DISCUSSION AND ANALYSIS OF ALDERWOODS GROUP

Overview

Alderwoods Group is the second largest operator of funeral homes and cemeteries in North America.
As of December 28, 2002, the Company operated 763 funeral homes, 185 cemeteries and 62 combination
funeral homes and cemeteries throughout North America and 39 funeral homes in the United Kingdom.
The Company provides funeral and cemetery services and products on both an at-need (time of death) and
pre-need basis. In support of its pre-need business, the Company operates insurance subsidiaries that
provide customers with a funding mechanism for the pre-arrangement of funerals.

Loewen International {(incorporated in Delaware on February 25, 1987), as reorganized and renamed
Alderwoods Group, Inc., succeeded to the business previously conducted by Loewen Group on January 2,
2002. Alderwoods Group is a holding company owning, directly or indirectly, the capital stock of
approximately 270 subsidiaries through which the funeral, cemetery and insurance businesses are operated.

Business Strategy
Overview

After several years of reorganization, and the past year focusing on stabilization of the core
businesses, the Company’s existing portfolio of businesses continues to reflect Loewen Group’s past
aggressive acquisition program. As a result, a number of operating locations do not provide the necessary
synergies or economies of scale within desired key markets. Additionally, the extended period of time of
the reorganization proceedings and the early negotiation of the new capitalization structure has created a
continuing burdensome debt level, at interest rates that are high compared to current rates. Last, as a
further legacy of Loewen Group’s past acquisition program, the Company continues to strive to meld
varying work cultures and business approaches across the many markets in which it operates.

During 2002, its first post-emergence year, the Company focused on stabilizing its core business
operations, reducing debt to the extent possible while maintaining stable cash flow for operating purposes,
and completing many residual tasks associated with its successful emergence from reorganization
proceedings on January 2, 2002. The successful results of this strategy are evident in the positive operating
margins of its businesses, reduction of approximately 10% of total debt, and resolution of numerous
reorganization issues.

Looking ahead to 2003, the Company’s strategic objectives are to:

° continue to improve the financial condition of the Company by further reducing debt,
° increase the Company’s focus on its core businesses,

o strategically develop key markets with the highest profit and growth potential, and

° build a solid foundation for long-term volume growth.

Key Strategies
Improve the Balance Sheet

The Company successfully reduced its emergence debt level by approximately 10% during its first year
of operations. Such reduction came from the generation of strong operating cash flow, the sale of
non-strategic operating locations and real estate, the recovery of excess trust fund contributions and
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improvements in working capital levels. The Company intends to continue to aggressively strive to further
de-leverage its balance sheet during 2003.

To achieve this objective, the Company expects cash flow from operations to be adequate to maintain
existing operations and capital needs, allowing some of the excess to be used to pay down debt further.
Additionally, the Company’s market rationalization strategy, described below, is expected to generate
funds that will primarily be utilized for debt reduction. Finally, the Company continues to enhance its
trusting processes and information systems to determine whether prior excess contributions and
unwithdrawn earnings from prior years’ exist. Any adjustments identified through this will be withdrawn as
determinable. All of these sources of funds will be pursued to achieve the objective of decreasing the
Company’s existing debt level.

The Company’s wholly-owned subsidiary, Rose Hills, will require payment or refinancing of
approximately $53 million of its debt during 2003, which it will be unable to generate from its existing
operations. Accordingly, the Company has negotiated with its own lenders, the ability to utilize up to
$30 million of the Company’s existing Credit Facility for Rose Hills’ required debt repayment. This ability,
combined with funds from the Company’s cash on hand, will enable Rose Hills to satisfy the immediate
liquidity needs associated with this debt repayment.

Internal Growth

The Company’s continued, but increased, focus on its core businesses will be directed toward
improved levels of internal growth. To accomplish this, the Company plans to improve its retailing
strategies, primarily for at-need customers, which are expected to increase average revenue per service.
Improved targeting and expansion of services to various customer groups based on ethnicity, religious and
other demographic traits, are expected to enhance revenue-creation opportunities. The Company will
continue a strong pre-need sales program that builds future revenue and enhances market awareness, but
also manages the cash flow and expense impacts of such a pre-need sales program.

Industry data shows that cremation continues to be an increasing choice of many consumers. This shift
away from the traditional funeral service appears indicative of the changing demographics of society, the
increased mobility of the population, and the change in view towards memorialization alternatives. This
shift is seen as an opportunity for the Company, by offering customers who choose cremation a variety of
service types and other products that are expected to provide enhanced revenues. Last, the Company will
continue to enhance its cost control measures.

Market Rationalization

Throughout the reorganization process, the Company engaged in a strategic market rationalization
program to dispose of operating locations that did not fit into the Company’s market or business strategies,
as well as under-performing operating locations. This program continued during 2002, primarily to
complete strategic dispositions previously identified during the reorganization process.

Now, as the Company enhances its focus on operations, it plans to continue to assess the markets in
which it operates, and evaluate the long-term potential of each, to determine whether or not it fits into the
Company’s overall business strategy. This evaluation will encompass many key factors, including
demographics, size, ethnicity, competition and growth potential. Over time, the Company expects to
market for disposal operating locations that do not meet the strategic, long-term objectives of the
Company. In addition to operating location disposals, the Company will continue to assess its real estate
holdings within its markets, to determine the optimal use or potential sale.
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Market Expansion

In addition, though the Company will be focused on a market rationalization strategy as described
above, it also plans to commence strategic initiatives to improve its top-line growth. This is expected to be
accomplished through, among other things, strategic, targeted, and well-planned key market development
opportunities, which meet the Company’s operating philosophy and financial goals. The Company expects
such controlled growth will help strengthen the Company’s core operations, enabling further synergies and
operating efficiencies.

The Company also intends to continue its strategy to develop more combination operating locations
to provide enhanced, seamless service to customers. Such combination opportunities may be determined
within the Company’s underlying base of operating locations, as well as through strategic acquisitions.

Cultural Transformation

As a result of the accumulation of many individual operating businesses and a prolonged period under
Chapter 11 protection, a culture supporting customer service, excellence in administration and financial
management is not yet prevalent throughout the Company. Accordingly, management intends to
implement tools to assist in assessing people performance, as well as training for customer service and local
management skills.

Overview of Critical Accounting Policies

The Company’s consolidated financial statements are prepared in accordance with U.S. GAAP, which
require management to make estimates and assumptions (see Note 3 to the Consolidated Financial
Statements), which impact all of its business segments. Management believes that, of the significant
accounting policies described in Note 3 to the Company’s Consolidated Financial Statements, the
following are the most important to the representation of the Company’s financial position, results of
operations and cash flows. These require management’s most difficult, subjective and complex judgment
efforts. All of these critical accounting policies have been discussed and reviewed with the Company’s
audit committee.

Collectibility of Accounts Receivable

Management must make estimates of the expected uncollectible or refundable amounts of accounts
receivable, both at-need and pre-need, primarily affecting its funeral and cemetery business segments.
Accordingly, a reserve for uncollectible or refundable installment contracts and trade accounts is
determined, based primarily on historical experience of collections and write offs, as well as other
analytical procedures, such as assessment of the change in the aging of receivables. These analyses are
applied to different categories of receivables, based on their differing characteristics, to provide an
estimate of expectation that is as representative as possible of the related receivable category. Due to the
significant number of estimates and projections utilized in determining an expected rate of uncollectible or
refundable receivables, actual results of collections could be materially different from these estimates.

The Company’s revenue recognition method for pre-need cemetery interment rights is dependent on
management’s assessment of the collectibility of the related receivables. If management’s collectibility
assumptions are not achieved, future pre-need cemetery interment rights revenue would be accounted for
under the installment method.

Depreciation of Long-Lived Assets

Property, plant and equipment maintained by each of the Company’s business segments are
depreciated over their respective estimated useful lives, which vary depending on the nature of the asset
(see Note 3 to the Company’s Consolidated Financial Statements). Depreciation is determined on a
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straight-line basis over the estimated useful lives of the long-lived assets. The estimated useful lives of the
long-lived assets may be significantly affected by such factors as changing market conditions, impairment,
obsolescence, or regulatory changes or requirements.

Impairment of Long-Lived Assets

The Company monitors the continued propriety of the carrying values of its long-lived assets,
primarily property, plant and equipment, and cemetery property in the funeral and cemetery business
segments, on an ongoing basis, in accordance with accounting requirements. As prescribed, if an indicator
of potential impairment is evident, the Company will review the projected undiscounted future cash flows
associated with the relevant long-lived assets, to determine if such undiscounted cash flows exceed the
carrying amount of the long-lived assets. If it is determined that the net carrying amount of the long-lived
assets is not recoverable, then an adjustment would be made to reduce the net carrying amount to the fair
value amount of the long-lived asset. The Company utilizes the most current internally-generated and
publicly available information to develop its estimates of future undiscounted cash flows including, among
other things, estimated lives, residual values, and terminal values, and believes such estimates to be
reasonable. Additionally, determination of fair values of long-lived assets may also involve various methods
of estimation, if comparable independent fair values are not readily available. Accordingly, different
assumptions related to cash flows or fair values of long-lived assets could materially affect the
Company’s estimates.

Impairment of Goodwill

Goodwill of the funeral business segment is not amortized, but rather tested annually, as well as on
the occurrence of certain significant events, as prescribed by relevant accounting requirements, to
determine whether or not it has been impaired. Such annual testing entails determining an estimated fair
value of goodwill (“implied goodwill”) for comparison to the carrying amount of goodwill, to assess
whether or not impairment has occurred. Impairment occurs when the estimated fair value of goodwill
associated with the funeral business segment is less than the respective carrying amount of such goodwill,
resulting in a write down to the estimated fair value of goodwill. Determination of the estimated fair value
of goodwill entails determining the estimated fair value of the funeral business segment in total, and
allocating such value to the estimated fair value of the assets and liabilities of the funeral business segment,
in a method similar to purchase accounting. Such determination involves many complex assumptions,
including underlying cash flow projections, fair value estimates, and comparability reviews, which include,
among other things, estimated discount rates, lives, residual values, and terminal values, which the
Company believes are reasonable. Accordingly, if any estimates or related underlying assumptions change
in the future, the Company may be required to record goodwill impairment charges that result.

Accounting for Income Taxes

The Company must estimate income taxes for its business segments, in each of the jurisdictions in
which such business segments operate. This involves estimating actual current tax expense, assessing
temporary differences resulting from different treatment of various assets and liabilities for book and tax
purposes, such as depreciation, and evaluating potential tax exposures based on current relevant facts and
circumstances. The determination of temporary differences associated with assets and liabilities result in
deferred tax assets or liabilities, which are recorded in the Company’s Consolidated Financial Statements.
The Company then assesses the likelihood that it will recover or realize its deferred tax assets from
expected future taxable income and, to the extent that recovery is estimated to be not likely, establishes a
corresponding valuation allowance. In general, to the extent that a valuation allowance increases or
decreases in a period, it will be included as an expense or recovery within the tax provision for such period.
(This will not be the case for a decrease in the valuation allowance established at fresh start, which must
reduce fresh start goodwill and, if insufficient goodwill exists, will be credited to additional paid-in capital.)
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Significant management judgment is required in determining the income tax provision, deferred tax
assets and liabilities, and any related valuation allowance or change therein. Accordingly, if actual results
differ from the estimates or the estimates are adjusted by management in the future, it could materially
impact the Company’s financial position and results of operations.

Liabilities for Future Policy Benefits

The Company calculates and maintains liabilities for future policy benefits for the estimated future
payment of claims to policyholders based on actuarial assumptions, such as mortality (life expectancy),
morbidity (health expectancy), persistency, and interest rates, which are based on the Company’s historical
experience. The assumptions used are considered to be appropriate at the time the policies are issued (or,
if applicable, on the date fresh start accounting was implemented). An additional provision is made for
most insurance products to allow for possible adverse deviation from the assumptions assumed. The
liabilities established are based on extensive estimates, assumptions and historical experience. Accordingly,
establishing such liabilities is an uncertain process, and it is possible that actual claims will exceed
estimated liabilities, which could materially impact the Company’s financial position and results
of operations.

Fresh Start Reporting

As a result of the application of fresh start reporting on the Effective Date, the following methods and
assumptions were used to estimate the fair value of significant assets and liabilities at December 31, 2001:

Cash and cash equivalents, receivables, inventories, other current assets, and accounts payable and
accrued liabilities: The carrying amounts, which reflected provisions for uncollectible amounts and for
inventory obsolescence, approximated fair value because of the short term to maturity of these current
assets and liabilities.

Pre-need funeral and cemetery contracts: For funeral and cemetery customer receivables, the fair
value was determined as the present value of expected future cash flows discounted at the interest rate
offered by the Company, which approximated market rates for loans of similar terms to customers
with comparable credit risk. For amounts receivable from funeral and cemetery trusts, the fair value
was based on quoted market prices of the underlying investments. Amounts receivable from third-
party insurance companies were based on the face value of the policy plus accumulated annual
insurance benefits. Pre-need funeral and cemetery contracts were recorded net of allowances for
expected cancellations and refunds.

Cemetery property: For developed land and undeveloped land, the fair value was estimated by
discounting cash flows from the expected future sales of cemetery land, reduced by a reasonable profit
margin. A maximum term of 30 years was assumed in determining projected sales revenue. Portions of
the Company’s cemetery land are situated in areas that could not be developed due to geographic or
regulatory restrictions. Such cemetery land, together with portions of land that were not required for
sales during the next 30 years and for which the Company had no plan to sell, were assigned a fair
value of zero. For mausoleums and lawn crypts, the fair value was based on the replacement cost for
similar inventory. It is possible that the Company’s future operations in the near term may result in
recoveries on excess land sales that are different than those assumed in the estimates.

Insurance invested assets and insurance policy liabilities: The fair value of insurance invested assets
was based on quoted market prices. The fair value of insurance policy liabilities was based on an
- estimate of the amount which, together with future premiums and investment income, would be
sufficient to pay future benefits, dividends and expenses on insurance and annuity contracts. Insurance
policy liabilities were computed using the net level premium method, which involved interest
assumptions, and withdrawal, mortality and morbidity assumptions as of the Effective Date.
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Long-term debt: The fair value of the Company’s long-term debt was estimated by discounting the
future cash flows of each instrument at rates for similar debt instruments of comparable maturities.

Deferred pre-need funeral and cemetery contract revenue: The fair value of deferred funeral and
cemetery contract revenue was based on the larger of, as applicable, (i) the amount refundable to the
customer, if the contract was written in a jurisdiction requiring refunds upon request by the customer
or upon cancellation for non-payment; (ii) the amount of an insurance policy representing the face
value and accumulated annual insurance benefits; or (iii) the present value of the projected future
cost to outsource the fulfillment of the pre-need obligation, based on the estimated outsourcing cost
and mortality, inflation and interest rate assumptions. It is possible deferred pre-need funeral and
cemetery contract revenue could change materially in the near term as a result of actual servicing and
cancellation experience.

Basis of Presentation

Alderwoods Group succeeded to substantially all of the assets and operations of Loewen Group on
the Effective Date, and continues to operate the businesses previously conducted by the
Loewen Companies.

Certain consolidated financial and other information concerning the Predecessor may be of limited
interest to stockholders of the Company and has been included in this Form 10-K. However, due to the
significant changes in the financial structure of the Company, the application of “fresh start” reporting as
explained in Note 2 to the Company’s Consolidated Financial Statements as a result of the confirmation
and implementation of the Plan and changes in accounting policies and fiscal accounting periods adopted
by the Company, the consolidated financial and other information of the Company issued subsequent to
the Plan implementation are not comparable with the consolidated financial information and other
information issued by the Predecessor prior to the Plan implementation. Furthermore, Loewen Group had
implemented an asset disposition program to dispose of properties that did not fit into Loewen’s strategic
plans. Accordingly, management’s discussion and analysis of financial condition and results of operations
of the Company compared to the Predecessor should be reviewed with caution, and should not be relied
upon as being indicative of future results of the Company or providing an accurate comparison of
financial performance.

On March 6, 2002, the Board of Directors of the Company approved a change in the Company’s fiscal
year end from December 31 to the Saturday nearest to December 31 in each year (whether before or after
such date). This change is effective for fiscal year 2002, which ended on December 28, 2002.

In connection with the change in fiscal year end, the Company also realigned its fiscal quarters. The
first and second fiscal quarters will each consist of 12 weeks and the third fiscal quarter will consist of
16 weeks. The fourth fiscal quarter will typically consist of 12 weeks, but this period may be altered, if
necessary, in order to cause the fourth fiscal quarter to end on the same day as the fiscal year, as described
above. As a result of this, the fourth fiscal quarter will consist of 13 weeks in certain years.

This discussion and analysis of financial condition and results of operations of the Company and the
Predecessor are based upon and should be read in conjunction with the Company’s Consolidated Financial
Statements and the Predecessor’s consolidated financial statements included in Item 8 of this Form 10-K
(including the notes thereto).
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Results of Operations

A comparison of financial performance with the Predecessor is not meaningful and should be reviewed
with caution due to:

o Significant changes in the financial and legal structure of the Company;

o Application of fresh start reporting at December 31, 2001, as a result of the confirmation and
implementation of the Plan;

o Changes in accounting policies and certain account classifications adopted upon emergence; and
o Changes in the fiscal accounting periods.

Accordingly, a black line has been drawn to separate and distinguish between the consolidated operating
results that relate to the Company and the Predecessor.

Detailed below are the operating results of the Company for the 52 weeks ended December 28, 2002,
and the Predecessor for the year ended December 31, 2001. The operating results are expressed in dollar
amounts as well as relevant percentages, presented as a percentage of revenue, except for income taxes,
which are presented as a percentage of earnings before income taxes.
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The operations of the Company comprise, and the operations of the Predecessor comprised, three
businesses: funeral homes, cemeteries and insurance. Additional segment information is provided in
Note 16 and Note 15 of the Company’s and Predecessor’s consolidated financial statements, respectively.

Alderwoods Group
S%meeei(s S?Elme:é(s Predecessor
December 28, December 28, Year Ended Year Ended
2002 2002 December 31, 2001  December 31, 2001
(in millions) (percentages) (in millions) (percentages)
Revenue
Funeral .................... $ 530.6 63.7 $ 5221 62.4
Cemetery. . ....oovvv v eenn.n 182.8 21.9 210.1 25.1
Insurance .................. 120.1 14.4 104.2 12.5
Total ....... .. ... ..., $ 8335 100.0 $ 8364 100.0
Gross margin
Funeral .................... $ 104.3 19.7 $ 1384 26.5
Cemetery................... 14.5 7.9 311 14.8
Insurance .................. 21.0 17.5 11.7 11.2
Total .................... 139.8 16.8 181.2 21.7
Expenses
General and administrative . . . . . . 43.2 5.2 75.7 9.1
Depreciation and
amortization . . ............. — — 57.0 6.8
Provision for goodwill
impairment. . .............. 2422 29.1 — —
Provision for asset impairment . . . 33 0.4 180.7 21.6
Loss from operations . . . ......... (148.9) (17.9) (132.2) (15.8)
Interest on long-term debt .. ... ... 85.4 10.2 11.0 13
Reorganization costs . ........... — — 87.2 10.4
Loss (gain) on disposal of
subsidiaries and other expenses
(income) . ....... ... ... (5.5) (0.7) (171.2) (20.4)
Loss before income taxes and
extraordinary items ........... (228.8) (27.4) (59.2) 7.1)
Income taxes. ................. 4.9 n/a 28.0 n/a
Loss before extraordinary items . . . . (233.7) (28.0) (87.2) (10.4)
Extraordinary gain on debt discharge — — 959.0 114.7
Fresh start valuation
adjustments . ................ — — (228.1) (27.3)
Net income (loss) .............. $(233.7) (28.0) $ 643.7 77.0

Successor’s 52 Weeks Ended December 28, 2002 Compared to Predecessor’s Year Ended December 31, 2001

A comparison of financial performance with the Predecessor is not meaningful and should be reviewed
with caution due to:

° Significant changes in the financial and legal structure of the Company;

o Application of fresh start reporting at December 31, 2001, as a result of the confirmation and
implementation of the Plan,

o Changes in accounting policies and certain account classifications adopted upon emergence; and

o Changes in the fiscal accounting periods.
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Consolidated revenue for the Company of $833.5 million for the 52 weeks ended December 28, 2002,
decreased $2.9 million, or 0.4%, compared to $836.4 million for the Predecessor’s year ended
December 31, 2001, primarily as a result of a reduction of approximately $62.6 million related to 183
funeral and 150 cemetery locations sold or closed since January 1, 2001, and approximately $5.5 million
estimated to be the aggregate effect of the difference in the number of days in the Company’s and the
Predecessor’s fiscal years, offset partially by approximately $79.8 million of Rose Hills’ revenue now
consolidated in the Company’s results, which was previously accounted for on an equity investment basis,
and an increase of approximately $15.9 million of insurance revenue. In addition, at locations in operation
for all of the 52 weeks ended December 28, 2002, and the year ended December 31, 2001, and after
adjusting for the difference in the number of days in the respective periods, the Company estimates that
funeral revenue increased by approximately $2.2 million and cemetery revenue decreased by approximately
$32.7 million. Consolidated gross margin for the 52 weeks ended December 28, 2002, was $139.8 million, a
decline of $41.4 million, or 22.9%, from the Predecessor’s consolidated gross margin of $181.2 million for
the year ended December 31, 2001. As a percentage of consolidated revenue, consolidated gross margin of
the Company similarly declined from the Predecessor’s 21.7% to 16.8%. The percentage decrease in
consolidated gross margin is primarily attributed to the decline in funeral and cemetery gross margin
(excluding the respective gross margin from Rose Hills, which reflects higher margin for cemetery and
funeral), partially offset by an increase in insurance gross margin. Consolidated gross margin, as with
revenue, was similarly impacted by the changes affecting comparability of the Company and
the Predecessor.

Funeral revenue for the Company of $530.6 million for the 52 weeks ended December 28, 2002,
increased $8.5 million, or 1.6%, compared to $522.1 million for the Predecessor’s year ended
December 31, 2001. The increase is primarily due to (1) an increase of approximately $31.6 million from
the inclusion of Rose Hills, now consolidated in the Company’s operating results, and (2) partially offset by
a reduction of approximately $21.2 million related to 183 funeral locations sold or closed since January 1,
2001, and (3) an estimated decrease of approximately $4.1 million from the difference in the number of
days in the Company’s and the Predecessor’s fiscal years. In addition, at locations in operation for all of the
52 weeks ended December 28, 2002, and the year ended December 31, 2001, and after adjusting for the
difference in the number of days in the respective periods, the Company estimates that funeral revenue
increased approximately $2.2 million.

The Company performed approximately 142,400 funeral services for the 52 weeks ended
December 28, 2002, compared to approximately 142,150 funeral services for the year ended December 31,
2001. At locations in operation for all of the 52 weeks ended December 28, 2002, and the year ended
December 31, 2001, the Company estimates that funeral services performed decreased by 0.3%. Overall
average funeral revenue per funeral service for the Company for the 52 weeks ended December 28, 2002,
was $3,726, compared to $3,672 for the Predecessor in the year ended December 31, 2001,

Funeral costs for the 52 weeks ended December 28, 2002, increased $42.6 million, primarily as a result
of (1) an increase of approximately $9.0 million and $18.1 million from regional manager and depreciation
expense, respectively, not previously included in funeral costs, (2) an increase of approximately
$24.5 million from the inclusion of Rose Hills, (3) partially offset by a reduction of approximately
$21.8 million related to 183 funeral locations sold or closed since January 1, 2001, and (4) an estimated
decrease of approximately $2.9 million from the difference in the number of days in the Company’s and
the Predecessor’s fiscal years. In addition, at locations in operation for all of the 52 weeks ended
December 28, 2002, and the year ended December 31, 2001, and after adjusting for the difference in the
number of days in the respective periods, the Company estimates that funeral costs increased by
approximately $15.7 million, due to higher wages, cost of goods sold and selling expenses, primarily from
higher pre-need revenue.

Pre-need funeral contracts written by the Company for the 52 weeks ended December 28, 2002, were
approximately $167.8 million, compared to $108.4 million by the Predecessor for the year ended

23




December 31, 2001. The increase of $59.4 million was primarily due to (1) the inclusion of approximately
$26.1 million from Rose Hills, now consolidated in the Company’s financial statements, (2) the increase of
approximately $38.3 million from funeral locations in operation for all of the 52 weeks ended
December 28, 2002, and the year ended December 31, 2001, due to increased sales efforts during the year,
and (3) partially offset by a reduction of approximately $4.1 million related to 183 funeral locations sold or
closed since January 1, 2001. Approximately 24% of funeral volume for the 52 weeks ended December 28,
2002, was derived from the backlog, compared to approximately 22% from the Predecessor’s backlog for
the year ended December 31, 2001.

Overall funeral gross margin of the Company, as a percentage of revenue, decreased to 19.7% for the
52 weeks ended December 28, 2002, from the Predecessor’s 26.5% for the year ended December 31, 2001,
primarily due to the reclassification of regional manager and depreciation expense. The decline in gross
margin as a percentage of revenue was also affected by the increase in costs being at a rate higher than that
commensurate with the revenue increase, partially offset by the inclusion of Rose Hills.

Cemetery revenue for the Company of $182.8 million for the 52 weeks ended December 28, 2002,
decreased $27.3 million, or 13.0%, compared to $210.1 million for the Predecessor’s year ended
December 31, 2001. The decrease is primarily due to a reduction of approximately $41.4 million related to
150 cemetery locations sold since January 1, 2001, and an estimated decrease of approximately $1.4 million
from the difference in the number of days in the Company’s and the Predecessor’s fiscal years, which was
partially offset by an increase of approximately $48.2 million from the inclusion of Rose Hills, now
consolidated in the Company’s operating results. In addition, at locations in operation for all of the
52 weeks ended December 28, 2002, and the year ended December 31, 2001, and after adjusting for the
difference in the number of days in the respective periods, the Company estimates that cemetery revenue
declined approximately $32.7 million, primarily due to lower pre-need revenue, partially offset by
increased at-need revenue. Pre-need revenue is impacted by the quantity of spaces sold, merchandise
installed and services performed, as well as, to the extent revenue was deferred at December 31, 2001, the
impact of fresh start reporting and the established fair value of the related deferred revenue
being recognized.

Cemetery costs for the 52 weeks ended December 28, 2002, decreased $10.7 million, or 5.9%,
primarily as a result of (1) a reduction of approximately $24.7 million related to 150 cemetery locations
sold since January 1, 2001, (2) an estimated decrease of approximately $1.3 million from the difference in
the number of days in the Company’s and the Predecessor’s fiscal years, which was offset by (3) an increase
of approximately $36.1 million from the inclusion of Rose Hills, and (4) an increase of approximately $3.3
million and $2.8 million from regional manager and depreciation expense, respectively, not previously
included in cemetery costs. In addition, at locations in operation for all of the 52 weeks ended
December 28, 2002, and the year ended December 31, 2001, and after adjusting for the difference in the
number of days in the respective periods, the Company estimates that cemetery costs declined
approximately $26.9 million, due to lower costs of goods sold, primarily from lower pre-need revenue, and
lower wages and administration costs.

Pre-need cemetery contracts written by the Company during the 52 weeks ended December 28, 2002,
were approximately $89.7 million, approximately $20.7 million higher than those written by the
Predecessor for the year ended December 31, 2001, The increase was due to the inclusion of Rose Hills’
operating results and improved pre-need sales, which was partially offset by the decrease due to
150 cemetery locations sold since January 1, 2001, and the effect of the shorter fiscal year in 2002 versus
2001. Interments were approximately 67,000 for the 52 weeks ended December 28, 2002, of which
approximately 80% were at-need and 20% were pre-need fulfillments.

Overall cemetery gross margin of the Company for the 52 weeks ended December 28, 2002, as a
percentage of revenue, decreased to 7.9%, compared to 14.8% for the Predecessor for the year ended
December 31, 2001. The decrease was primarily due to the fixed nature of certain expenses, the cost
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reductions of which were not commensurate with the revenue declines experienced. The key components
of this decline include the impact of the reduced fair value of revenue deferred at December 31, 2001, and
recognized in 2002, and the additional regional manager and depreciation expense, partially offset by the
inclusion of Rose Hills. Removing the results of cemeteries sold or held for sale for the 52 weeks ended
December 28, 2002, cemetery revenue would have been $169.9 million, and gross margin would have been
9.6% of revenue, an increase of 21.5% in gross margin from that otherwise calculated for 2002.

Insurance revenue for the Company for the 52 weeks ended December 28, 2002, increased
$15.9 million, or 15.2%, compared to the Predecessor for the year ended December 31, 2001, primarily due
to higher premium revenue of approximately $10.8 million and higher realized gains on sale of investments
of approximately $5.6 million. Costs, consisting primarily of benefit and claims costs, commissions, policy
reserve changes, and wages, increased for the 52 weeks ended December 28, 2002, compared to the year
ended December 31, 2001. The increase was primarily due to higher benefit claims and the classification of
certain costs in 2002 to more appropriately reflect the nature of such costs, partially offset by the shorter
fiscal year in 2002, versus 2001. As a result of higher revenue, overall insurance gross margin for the
Company for the 52 weeks ended December 28, 2002, increased to 17.5%, compared to 11.2% for the
Predecessor for the year ended December 31, 2001.

General and administrative expenses for the Company for the 52 weeks ended December 28, 2002,
were $43.2 million, or 5.2% of consolidated revenue, substantially lower than the $75.7 million, or 9.1% of
consolidated revenue, of the Predecessor for the year ended December 31, 2001. The decline was due to
the classification in 2002 of certain regional manager costs as operating costs, which were partially offset by
a portion of depreciation, being classified as general and administrative expenses. The classifications in
2002 more appropriately reflect the nature and source of such costs in line with industry practice. After
adjusting for the reclassifications, general and administrative costs declined by approximately $7.5 million,
or 14.3%, for the 52 weeks ended December 28, 2002, compared to the year ended December 31, 2001. In
addition, certain benefits continue to be derived from previous process and system enhancements
developed throughout the Predecessor’s reorganization process and now in place for the Company.

As a result of the Company’s adoption of Statement of Financial Accounting Standards No. 142,
“Goodwill and Other Intangible Assets” (“FAS 142”), on emergence, goodwill is not amortized, but is
tested annually for impairment. The Predecessor’s depreciation and amortization of $57.0 million for the
year ended December 31, 2001, included approximately $16.3 million of amortization of names
and reputations.

Under FAS 142, goodwill impairment is deemed to exist, and must then be further assessed, if a
reporting unit’s carrying value exceeds its estimated fair value. The Company’s reporting units are funeral,
cemetery and insurance, which are consistent with the Company’s operating segments. All of the
Company’s goodwill is recorded in the funeral reporting unit. In accordance with FAS 142, the Company
undertook its annual goodwill impairment review during the 16 weeks ended October 5, 2002, and, as a
result, a goodwill impairment provision of $242.2 million was recorded for the 52 weeks ended
December 28, 2002. In calculating the goodwill impairment provision, the fair value of the funeral
reporting unit was determined by independent advisors using a discounted cash flow valuation
methodology. The methods used to fair value the identifiable assets and liabilities were consistent with the
methods used at “fresh start.”

The funeral reporting unit goodwill impairment provision was primarily the result of a reduction in
the projected financial results used in the valuation of the funeral reporting unit compared to those used
during the reorganization process and the determination of reorganization value as set forth in the Plan.
The financial projections were reduced principally due to actual 2002 operating results. The lower
valuation was also affected by the decline in the economy generally, as well as the decline in funeral
industry-specific market values.
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| During the 52 weeks ended December 28, 2002, the Company identified eight additional funeral
homes and 36 additional cemeteries as probable for sale, but not sold as at December 28, 2002, as they do
not meet the Company’s future geographic and strategic objectives. In addition, of the remaining funeral
homes and cemeteries that were previously identified by the Predecessor as probable for sale during its
reorganization proceedings, 14 funeral homes and 26 cemeteries either had signed agreements for sale or
were being negotiated for sale at December 28, 2002. The carrying amount of these 22 funeral homes and
62 cemeteries was approximately $20.1 million, and the fair market value, less estimated costs to sell, was
approximately $16.8 million. The fair market value was determined by specific offer or bid, or an estimate
based on comparable recent sales transactions. As a result, a pre-tax long-lived asset impairment provision
of approximately $3.3 million was recorded for the 52 weeks ended December 28, 2002.

Interest expense for the Company on long-term debt for the 52 weeks ended December 28, 2002, was
approximately $85.4 million, an increase of approximately $74.4 million compared to the Predecessor for
the year ended December 31, 2001, primarily reflecting interest expense on the Company’s new debt issued
on the Effective Date pursuant to the Plan, and Rose Hills’ debt assumed by the Company at the same
time. Interest expense includes amortization of approximately $1.0 million of discount on the 9.50% Senior
subordinated notes, due in 2004, and approximately $0.9 million of premium on the 12.25% Convertible
subordinated notes, due in 2012,

Other expense/income netted to approximately $5.5 million of income for the 52 weeks ended
December 28, 2002. This primarily consisted of approximately $7.3 million of net realized gains from
dispositions of funeral homes, cemeteries and certain excess real estate, which was partially offset by
approximately $1.8 million of net expenses, consisting of other miscellaneous non-operating expenses
and income.

Income tax expense for the Company for the 52 weeks ended December 28, 2002, was approximately
$4.9 million compared to approximately $28.0 million of income tax for the Predecessor for the year ended
December 31, 2001. The Company’s effective tax rate for the 52 weeks ended December 28, 2002, varied
from the statutory tax rate, primarily because (1) the provision for goodwill impairment is not deductible
for tax purposes, (2) the tax benefits generated by enacted United States tax legislation provide retroactive
relief to the Company, and (3) the losses incurred in the United States are not available to offset the tax
expense in profitable jurisdictions. Future income and losses may require the Company to record a change
in the valuation allowance of tax assets that were taken into account in determining the net amount of
liability for deferred income taxes recorded on its balance sheet at December 28, 2002. If this occurs, any
resulting increase in the valuation allowance would generally be treated as an additional income tax
expense in the period in which it arises, while any resulting decrease reflecting realization of the benefits of
tax assets that had a corresponding valuation allowance established on the Effective Date would be treated
as a reduction of goodwill established on the Effective Date, with any excess over the value assigned to
such goodwill recognized as a capital transaction.

The Company’s decrease in cash and cash equivalents of $55.4 million from December 31, 2001 to
December 28, 2002, is due primarily to the $49.6 million redemption of the 12.25% Senior unsecured
notes, due in 2004, on April 26, 2002, the $15.0 million partial redemption of the 11.00% Senior secured
notes, due in 2007, on July 25, 2002, payments on promissory notes and capitalized obligations of
approximately $9.0 million, and an $8.9 million repayment of Rose Hills’ bank credit agreement, partially
offset by operating cash flow of $68.7 million for the 52 weeks ended December 28, 2002. In addition, the
Company had net proceeds on asset sales of approximately $21.2 million, purchases of property and
equipment and business acquisitions of approximately $25.2 million and net insurance asset purchases of
approximately $38.6 million. As a result of a review of the outstanding receivables during 2002 and its
ongoing collection efforts, the Company wrote off against the allowance for doubtful accounts
approximately $21.9 million of its receivables.
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At December 31, 2001, the Company had accrued approximately $57.1 million of reorganization costs
related to costs incurred during the Predecessor’s reorganization, as well as costs incurred in connection
with the actual emergence and various activities related thereto. Of this amount, the Company paid or
adjusted accruals of approximately $30.8 million during the 52 weeks ended December 28, 2002. Although
the Company expected to pay the $57.1 million during 2002, delays experienced in the completion of the
reorganization process resulted in the remaining balance of $26.3 million at December 28, 2002. Though
emergence occurred on the Effective Date, it is the Company’s continuing responsibility to resolve allowed
amounts for unresolved claims. Although actual payments were set aside at emergence, the continuing
costs, primarily legal fees, general Chapter 11 costs, legal reorganization costs and adversary proceeding
costs, continue to be incurred to complete the remaining reorganization procedures. The Company expects
to pay the remainder during fiscal year 2003. A reconciliation of changes in the reorganization accrual is
included in Note 14 to the Consolidated Financial Statements.

Liguidity and Capital Resources
Introduction

Pursuant to the Plan, the Company issued on the Effective Date, among other things, debt securities
for the discharge of a substantial portion of the Debtors’ liabilities subject to compromise, and
approximately $45 million of the Debtors’ indebtedness was reinstated. Pursuant to the Plan, the Company
issued the following debt securities on the Effective Date:

(a) Five-Year Secured Notes in an aggregate principal amount of $250 million bearing interest at
11% per annum and due in 2007 ($15 million redeemed during fiscal 2002, and $10 million
redeerned in January 2003);

(b) Two-Year Unsecured Notes in an aggregate principal amount of $49.6 million bearing interest at
12%4% per annum and due in 2004 (fully redeemed during fiscal 2002);

(c) Seven-Year Unsecured Notes in an aggregate principal amount of $330 million bearing interest at
12V4% per annum and due in 2009; and

(d) Convertible Subordinated Notes in an aggregate principal amount of $24.7 million bearing
interest at 12%% per annum and due in 2012. The carrying amount of $32.8 million includes an
unamortized premium of $8.1 million. The Convertible Subordinated Notes are convertible at
any time into the Company’s Common Stock at an initial conversion rate of $17.17 per share,
adjusted for subsequent dividends, stock splits and issuance of rights, options and warrants. At
December 28, 2002, the conversion rate was $17.17 per share.

As a result of the implementation of the Plan, the Company now owns all of the outstanding capital
stock of Rose Hills. As of December 28, 2002, Rose Hills Company had outstanding $52.6 million under a
bank credit agreement, $26.3 million of which matures in May 2003 and $26.3 million of which matures in
November, 2003, and $77.8 million (net of $2.2 million fair value discount) of outstanding 9%:% Senior
Subordinated Notes due November 2004.
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Long-Term Indebtedness

The Company’s carrying amounts of long-term indebtedness as of December 28, 2002, are as follows:

Long-Term Indebtedness
Parent Company Rose Hills  Alderwoods Group

Issue Alderwoods Group  Company Consolidated
Carrying Value (in millions)
Bank credit agreement ... .......... .. ..., $ — $ 52.6 $ 52.6
11.00% Senior secured notes due in 2007 ... ......... 235.0 — 2350
9.50% Senior subordinated notes due in 2004 . .. ...... — 77.8 77.8
12.25% Senior unsecured notes due in 2004 . ......... — — —
12.25% Senior unsecured notes due in 2009 .......... 330.0 — 330.0
12.25% Convertible subordinated notes due in 2012 .. .. 32.8 — 32.8
Promissory notes and capitalized obligations . ......... 30.2 1.3 315
Carrying amounts . ... ...........iueeaiinaa... $628.0 $131.7 $759.7

As a condition to the Plan becoming effective, the Company entered into the Credit Facility. The
Credit Facility has a maximum availability of the lesser of $75 million or an amount (determined pursuant
to a borrowing base calculation) equal to the sum of (a) 80% of eligible accounts receivable plus (b) the
lesser of (i) 50% of the value of eligible inventory and (ii) $15 million plus (c) the lesser of (i) 25% of the
book value of real property on which the collateral agent for the exit lenders has a first priority mortgage
and (ii) $40 million. Up to $35 million of the Credit Facility is available in the form of letters of credit.
Borrowings under the Credit Facility bear interest at a rate per annum equal to the J.P. Morgan
Chase & Co. prime rate (1.5625% at December 28, 2002), plus 1% or, at the Company’s option, LIBOR
(1.4% at December 28, 2002), plus 2.5%. As of December 28, 2002, the Company’s borrowing base was
approximately $70.1 million under the Credit Facility, less approximately $12.1 million in outstanding
letters of credit that secure various service arrangements for the Company.

On November 14, 2002, the expiry date of the Credit Facility was extended to January 2, 2004.
Subsequently, on February 14, 2003, the terms of the Credit Facility were further amended to allow the
Company to draw up to $30.0 million (the “Rose Hills Special Advance™) from the Credit Facility for the
purpose of assisting in the repayment of the principal amount of $52.6 million outstanding under Rose
Hills’ bank credit agreement and coming due in 2003. In addition, the amendment provided that while any
amount under the Rose Hills Special Advance is outstanding, the Company requires lender approval to
borrow any other amount from the Credit Facility, the aggregate amount outstanding under letters of
credit may not exceed $14.0 million, and the Credit Facility will be additionally secured by personal and
specified real property of Rose Hills and its subsidiaries. Also, on February 14, 2003, the expiry date of the
Credit Facility was further extended to April 30, 2004.

The Company expects that its existing and projected cash flows will be sufficient to maintain its
current level of operating activities through 2003.

The Credit Facility, 11% Senior secured notes due in 2007 (the “Five-Year Secured Notes™), 12.25%
Senior unsecured notes due in 2009 (the “Seven-Year Unsecured Notes”) and 12.25% Convertible
subordinated notes due in 2012 {the “Convertible Subordinated Notes”), are guaranteed by substantially
all of Alderwoods Group’s wholly-owned U.S. subsidiaries, other than Rose Hills and its subsidiaries,
except as contemplated by the amended Credit Facility as a result of the Rose Hills Special Advances,
Alderwoods Group’s insurance subsidiaries and certain other excluded subsidiaries. Alderwoods Group,
the parent company, has no independent assets or operations, and the guarantees of its guarantor
subsidiaries are full and unconditional, and joint and several. There are no cross-guarantees of debt
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between the Company and Rose Hills or its subsidiaries, except as contemplated by the amended Credit
Facility as a result of the Rose Hills Special Advances.

On April 17, 2002, the Company called for the redemption of all its outstanding Two-Year Unsecured
Notes. On April 26, 2002, all outstanding Two-Year Unsecured Notes were redeemed for a total
redemption price of $49.6 million, plus accrued interest to (but not including) April 26, 2002. On July 25,
2002, the Company completed an optional redemption of $15.0 million in principal amount, plus accrued
interest, and, on January 2, 2003, completed a mandatory redemption of $10.0 million in principal amount,
plus accrued interest, of the Five-Year Secured Notes.

The Company’s Rose Hills’ non-recourse subsidiary senior secured debt of $52.6 million matures in
2003, approximately $26.3 million in May 2003 and approximately $26.3 million in November 2003. The
Company intends to retire in full the $52.6 million outstanding on or before May 1, 2003 as
described above.

Contractual Obligations and Commercial Commitments

The following table details the Company’s amounts of payments due under various contractual
obligations with terms greater than one year as of December 28, 2002.

Payments Due by Period

Less than After
Centractual Obligations Total 1 Year 1 -3 Years 4 - 5 Years 5 Years
(in thousands)
Long-termdebt (a) .................. $722,321  $ 82,642  $110,000 $175,000 $354,679
Promissory notes and capitalized obligations
@) ... 31,449 7,966 15,380 4,627 3,476
Operating leases () .. .. .....o v 62,114 13,556 19,804 9,094 19,660
Total contractual cash obligations ........ $815,884 $104,164  $145,184  $188,721  $377,815

(a) Long-term debt excludes unamortized premium and discount. Long-term debt and promissory notes
and capitalized obligations are included in long-term debt in Note 6 to the Company’s Consolidated
Financial Statements.

(b) Promissory notes and capitalized obligations include non-competition agreements and capitalized
lease obligations.

(c) Operating leases are primarily for premises and automobiles, expire over the next one to 24 years, and
are included in Note 10 to the Company’s Consolidated Financial Statements.

In addition to the operating leases noted in the table above, as at December 28, 2002, the Company
leased approximately 1,100 vehicles under a master operating lease agreement, which has a minimum lease
term of 12 months. The Company’s practice is to continue these leases on a month-to-month basis after the
expiry of the minimum lease term. Lease payments for these vehicles are projected to be $7.7 million
in 2003.
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The following table details the
December 28, 2002.

Company’s amounts of commercial commitments as of

Amount of Commitment Expiration Per Period

Tota) Amounts Less than After
Commercial Commitments Committed 1 Year 1 - 3 Years 4 - 5§ Years 5 Years

(in thousands)

Linesof credit (8) .. .......oovvvinn.. $ — $— $ — $— $—
Standby letters of credit (b) .. .......... 12,100 — 12,100 — —
Total contractual cash obligations . ....... $12,100 $— $12,100 $— $—

(a) Relates to the Company’s Credit Facility, which has a borrowing base of $70.1 million, less outstanding
letters of credit and Rose Hills secured revolving credit facility of $10 million. Except for outstanding
letters of credit described in (b) below, there were no outstanding balances under the Credit Facility
or Rose Hills revolving credit facility. On November 14, 2002, the expiry date of the Credit Facility was
extended to January 2, 2004, and on February 14, 2003, the expiry date was further extended to
April 30, 2004. The Rose Hills revolving credit facility expires on April 1, 2003, and is not expected to
be renewed.

(b) Standby letters of credit primarily relate to a court ordered legal claim, surety bonds for various
pre-need sales trusting requirements and security for certain automobile operating leases and cash
management services.

Other Information

The Company’s earnings before interest, taxes, depreciation and amortization, and provision for
goodwill and asset impairment (“EBITDA”) and recurring free cash flow for the 52 weeks ended
December 28, 2002, are presented in the table below. Recurring free cash flow is calculated by adjusting
cash provided by operations to exclude certain operating items specified in the table, and then subtracting
maintenance capital expenditures. EBITDA and recurring free cash flow are not terms that have specific
meaning in accordance with U.S. GAAP and may be calculated differently from other enterprises. They
should not be considered in isolation from net earnings or operating cash flow measures calculated in
accordance with U.S. GAAP. EBITDA and recurring free cash flow are presented herein as additional
performance criteria, that are used by the Company and considered relevant to investors, to be compared
with other enterprises in the death care industry.

52 Weeks Ended
December 28, 2002

(milions of dollars)

EBITDA:

Loss from Operations. . . ... ...ttt e e e e $(148.9)
Depreciation and amortization . . . ......... .. 435
Provision for goodwill impairment . .......... ... ... oo 242.2
Provision for asset impairment . . . .. ...ttt e 3.3

EBI DA $ 1401
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52 Weeks Ended
December 28, 2002

(millions of dollars)

Recurring Free Cash Flow:

Cash provided by Operations . ... .. ... ....uturenteneniie .. $ 68.7
Change due to timing of interest payments . . ........... ... (11.5)
Net change of insurance invested assets . ... ......... ...t nnnnn. (38.6)
Reorganization costs and emergence claims paid . .. ........ ... .o L 40.1
Recovery of excess trust contributions and unwithdrawn earnings . .. ............ 9.9
Adjusted cash provided by operations. . . ... .. e 49.3
Less: maintenance capital expenditures. .. ....... ... ... ... i (18.3)
Recurring free cash flow .. ... ... $ 31.0

Acquisitions and Dispositions

During the 52 Weeks ended December 28, 2002, the Company acquired seven funeral homes in the
United Kingdom for approximately $0.9 million.

During the 52 Weeks ended December 28, 2002, the Company sold or closed 59 funeral homes,
31 cemeteries and three combination funeral homes and cemeteries for net proceeds of approximately
$21.2 million. At December 28, 2002, the Company had seven funeral homes and 21 cemeteries under
signed agreements for sale, with net assets and expected proceeds of approximately $3.1 million.

On July 2, 2002, the Company completed the purchase of the stock held by the minority interest
shareholder in certain Texas entities. Under the terms of such purchase agreement, the Company paid
$5.4 million to acquire all of the minority interests, resulting in 100% ownership of all Texas
operating locations.

Restrictions

The Credit Facility and the indentures governing the Five-Year Secured Notes, the Seven-Year
Unsecured Notes and the Convertible Subordinated Notes prohibit the Company from consummating
certain asset sales unless (a) consideration at least equal to fair market value is received and (b) except
with respect to specified assets, not less than 75% of the consideration for the asset sale is paid in cash or
cash equivalents. Within 270 days of the receipt of net proceeds from any such asset sale, the Company will
be obligated to apply such net proceeds at its option (or as otherwise required) as follows: (a) to pay the
Credit Facility and permanently reduce commitments with respect thereto, or (b) to make capital
expenditures or acquisitions of other assets in the same line of business as the Company or certain of its
subsidiaries or businesses related thereto. To the extent the Company receives net proceeds from any such
asset sale not applied in accordance with the immediately preceding sentence in excess of certain
thresholds, the Company must offer to purchase Five-Year Secured Notes, Seven-Year Unsecured Notes
or Convertible Subordinated Notes (in that order) with such excess proceeds.

The Company’s insurance subsidiaries are subject to certain state regulations that restrict
distributions, loans and advances from such subsidiaries to the Company and its other subsidiaries. The
cash flow from operations of the insurance subsidiaries for the 52 weeks ended December 28, 2002, was
approximately $39.0 million.

The Company is not expecting to pay any dividends on the Common Stock in the foreseeable future.
In addition, covenants in the respective indentures governing the Five-Year Secured Notes, the Seven-Year
Unsecured Notes and the Convertible Subordinated Notes and in the Credit Facility restrict the
Company’s ability to pay dividends and may prohibit the payment of dividends and certain other payments.
Recent Accounting Standards

See Note 3 to the Company’s Consolidated Financial Statements included in Item 8.
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF PREDECESSOR

Financial Condition
Prepetition Financial Resulis and Overleverage

Between January 1, 1998 and the Petition Date, Loewen Group experienced disappointing financial
results. Loewen Group reported a loss from operations in 1998 of $260 million after recording a charge for
asset impairment of $334 million. Loewen Group’s acquisition, integration and operation of cemeteries
over the three years preceding the Petition Date required significant cash resources on account of pre-need
sales of cemetery interment rights, products and services and related interest costs on debt incurred.
Cemetery pre-need sales typically were structured with low initial cash payments by the customers that did
not offset the cash costs of establishing and supporting a growing pre-need sales program, including the
payment of sales commissions.

Loewen Group’s financial difficulties primarily stemmed from a highly burdensome debt load, much
of which was incurred in connection with its historical acquisition program, and the poor cash flow
characteristics associated with its then-existing cemetery pre-need sales strategy. As of March 31, 1999,
Loewen Group’s consolidated balance sheet reflected approximately $2.1 billion of long-term debt (of
which approximately $742.2 million was due currently) and approximately $48.8 million of other current
debt. The deterioration of Loewen Group’s financial health was also caused by a $175 million settlement of
the litigation captioned O’Keefe v. The Loewen Group Inc. in 1996, which affected its immediate and future
liquidity, and resulted in unfavorable publicity that negatively affected its operating results and ability to
maintain its long-term acquisition strategy (see “Item 1. Business”).

Basis of Presentation

Alderwoods Group succeeded to substantially all of the assets and operations of Loewen Group on
the Effective Date, and continues to operate the businesses previously conducted by the Loewen
Companies. For financial reporting purposes, the effective date of the reorganization was December 31,
2001, because U.S. GAAP requires that the financial statements reflect fresh start reporting as of the
confirmation date or as of a later date when all material conditions precedent to the Plan becoming
binding are resolved.

Certain consolidated financial and other information concerning the Predecessor may be of limited
interest to stockholders of the Company and has been included in this annual report on Form 10-K.
However, due to the significant changes in the financial structure of the Company, the application of
“fresh start” reporting as explained in Note 2 to the Company’s Consolidated Financial Statements and as
a result of the confirmation and implementation of the Plan and changes in accounting policies and fiscal
accounting periods adopted by the Company, the Consolidated Financial Statements and other
information of the Company issued subsequent to the Plan implementation are not comparable with the
consolidated financial and other information issued by the Predecessor prior to the Plan implementation.
Accordingly, management’s discussion and analysis of financial condition and results of operations of the
Predecessor should be reviewed with caution, and should not be relied upon as being indicative of future
results of the Company or providing an accurate comparison of financial performance.

This discussion and analysis of financial condition and results of operations of the Company and the
Predecessor are based upon and should be read in conjunction with the Company’s Consolidated Financial
Statements and the Predecessor’s consolidated financial statements included in Item 8 of this Form 10-K
(including the notes thereto).
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Results of Operations

Detailed below are the operating results of the Predecessor for the years ended December 31, 2001
and 2000, expressed in dollar amounts as well as relevant percentages. The operating results are presented
as a percentage of revenue.

The operations of the Predecessor comprised three businesses: funeral homes, cemeteries and
insurance. Additional segment information is provided in Note 15 to the Predecessor’s consolidated
financial statements.

Predecessor
Year Ended Year Ended
December 31 December 31
2601 2000 2601 2000
(in millions) (percentages)
Revenue
Funeral. . ... ... ... .. $ 5221 § 5769 62.4 62.2
Cemetery .. ... e 210.1 263.2 251 28.4
Insurance .. ... . e 104.2 87.6 12.5 9.4
Total . .. $ 8364 $ 9277 1000 1000
Gross margin
Funeral. .. ... e $ 1384 § 1724 26.5 299
CemMELEIY . . ottt e e 31.1 84.0 14.8 31.9
Insurance . ........... . . ... 11.7 5.6 11.2 6.5
Total . ... 181.2 262.0 21.7 28.2
Expenses
General and administrative . ................. ... . ... 75.7 70.6 9.1 7.6
Depreciation and amortization . . . ......... ... .. ... 57.0 57.0 6.8 6.1
Provision for asset impairment . . ..................... 180.7 116.9 21.6 12.6
Earnings (loss) from operations . . . . ...t (132.2) 175  (15.8) 1.9
Interest on long-term debt . .......... ... ... . ... . ..., 11.0 12.4 1.3 1.3
Reorganization Costs . . . ... ovvi it 87.2 459 10.4 49
Loss on disposal of subsidiaries and other expenses ......... (171.2) (6.0) (204) (0.7)
Loss before income taxes, extraordinary items and cumulative
effect of accounting change ... ...... ... ... ... ... ... (59.2) (348) (7.1) (3.6)
Income taxes ... ...t e 28.0 22.5 n/a n/a
Loss before extraordinary items and cumulative effect of
accounting change . . . ... ... ... (87.2) (57.3) (104) (6.2)
Extraordinary gain on debt discharge . . . ................. 959.0 — 1147 —_
Fresh start valuation adjustments . . . .................... (228.1) —  (273) —
Cumulative effect of accounting change . ................. — (986.8) — (106.3)
Netincome (10SS) . .. .. .o $ 643.7 $(1,0441) 770 (112.5)
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Year Ended December 31, 2001 Compared to Year Ended December 31, 2000

Consolidated revenue decreased 9.8% to $836.4 million for the year ended December 31, 2001, from
$927.7 million in 2000. This was primarily due to decreases in cemetery and funeral revenue as described
below. Consolidated gross margin decreased by 30.8%, to $181.2 million for the year ended December 31,
2001, from $262.0 million in 2000, primarily due to the decline in cemetery and funeral revenue, though
costs, as a percentage of revenue, increased for the funeral and cemetery operations. As a percentage of
revenue, consolidated gross margin decreased to 21.7% for the year ended December 31, 2001, from
28.2% in 2000.

Funeral revenue decreased $54.8 million, or 9.5%, to $522.1 million for the year ended December 31,
2001, from $576.9 million in 2000, primarily due to location dispositions, fewer funeral services, and partly,
the Predecessor’s management (“Predecessor Management™) believed, attributable to consumer concerns
caused by the reorganization proceedings. Of the $54.8 million revenue decline, approximately $48 million
was due to the locations sold during 2000 and 2001. At locations in operation throughout the years ended
December 31, 2001 and 2000, funeral revenue declined approximately $7 million, or 1.3%, to
approximately $505 million, compared to approximately $512 million in 2000, due primarily to a 1.1%
decline in the number of funeral services performed.

The Predecessor’s pre-need funeral contracts written decreased to approximately $108 million in 2001
from approximately $119 million in 2000. Locations sold in 2001 had written $5 million of pre-need funeral
contracts. The Predecessor estimated that it had a backlog of approximately $1.1 billion in pre-need
funeral contracts as of December 31, 2001. At January 1, 2000, when the Predecessor implemented
SAB 101, approximately $92 million was recorded on the balance sheet as deferred revenue, representing
amounts received but not required to be placed in trust, and interest earnings on amounts in trust, which
had previously been recognized in revenue. During 2001, the Predecessor recognized approximately
$4.4 million of this amount in funeral revenue. Pre-need funeral services comprised approximately 22% of
the annual funeral services performed by the Predecessor in 2001 and 2000.

Overall funeral gross margin, as a percentage of funeral revenue, decreased to 26.5% for the year
ended December 31, 2001, from 29.9% in 2000, principally as a result of lower revenues and higher fixed
costs at locations not sold.

Cemetery revenue decreased $53.1 million, or 20.2%, to $210.1 million for the year ended
December 31, 2001, from $263.2 million in 2000, as at-need revenue, pre-need revenue and finance income
declined, primarily due to location dispositions, as well as, Predecessor Management believed, consumer
concerns caused by the reorganization proceedings. Of the $53.1 million revenue decline, approximately
$44 million was due to locations sold during 2000 and 2001, of which the main components were
approximately $11 million at-need revenue and $28 million pre-need revenue. At locations in operation
throughout the years ended December 31, 2001 and 2000, revenue declined approximately $9 million,
primarily due to lower at-need revenue of approximately $4 million from plot sales and a decline in finance
income of approximately $5 million due to fewer customer receivables and recent pre-need contracts being
written with shorter contract terms and higher down payments. Though improving cash flow, the shorter
contract terms and larger down payments, as well as the impacts of a lower number of pre-need cemetery
contracts written, negatively impacted finance income, down approximately $8 million in the year ended
December 31, 2001, compared to 2000.

Pre-need cemetery contracts written during the year ended December 31, 2001 were approximately
$69 million, a decrease of approximately $25 million, or 26.6%, compared to 2000, of which approximately
$12 million was attributable to locations sold. The remaining decline in new pre-need contracts written of
approximately $13 million was primarily due to the Predecessor’s changes in pre-need sales practices,
including continued refinements of contract terms, which were less attractive to the customer, but
generated significantly better cash flow to the Predecessor.
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Overall cemetery gross margin, as a percentage of cemetery revenue, decreased to 14.8% for the year
ended December 31, 2001, from 31.9% in 2000, primarily due to the large declines in at-need and pre-need
revenue and finance income. As well, higher wage and other fixed costs at locations not sold and the fixed
nature of other cemetery expenses, contributed to expense reductions that were not commensurate with
the revenue declines experienced.

Insurance revenue increased 19.0% to $104.2 million for the year ended December 31, 2001, from
$87.6 million in 2000. Overall insurance gross margin as a percentage of insurance revenue increased to
11.2% for the year ended December 31, 2001, from 6.5% in 2000, primarily due to higher premium
revenue, lower realized investment losses and litigation costs, partially offset by increased benefits and
claims costs.

General and administrative expenses increased to $75.7 million for the year ended December 31,
2001, from $70.6 million in 2000. The increase in general and administrative expenses for the year ended
December 31, 2001, was primarily due to costs associated with the continued implementation of a new
cemetery contract management system. General and administrative expenses, as a percentage of revenue,
increased to 9.1% for the year ended December 31, 2001, from 7.6% in 2000, primarily due to the effects
of the revenue decline.

Depreciation and amortization expenses remained constant at $57.0 million for the year ended
December 31, 2001 and 2000. As a percentage of revenue, depreciation and amortization expense
increased slightly to 6.8% for the year ended December 31, 2001, from 6.1% in 2000, primarily due to the
effects of the revenue decline.

For the year ended December 31, 2001, the Predecessor recorded a pre-tax asset impairment of long-
lived assets of $180.7 million, primarily due to additional locations sold, as well as from revised estimates of
expected cash flows for the long-lived assets of locations expected to be sold. For the year ended
December 31, 2000, the $116.9 million pre-tax asset impairment of long-lived assets resulted from the
Predecessor revising its estimates of expected cash flows for the long-lived assets of locations expected to
be sold. Gains on sales of locations were $173.3 million in 2001 and $5.6 million in 2000, representing
primarily the gain realized at the time of disposition on deferred pre-need funeral and cemetery contracts.

Interest expense on long-term debt decreased by $1.4 million to $11.0 million for the year ended
December 31, 2001, from $12.4 million in 2000. The decrease was primarily due to the reduction in interest
and related fees associated with the debtors-in-possession revolving credit agreement that expired on
June 30, 2001, as well as the continuing reduction in long-term debt not subject to compromise.
Contractual interest expense not recorded on certain pre-Petition Date debt obligations amounted to
$132.5 million and $153.9 million for the years ended December 31, 2001 and 2000, respectively.

Reorganization costs increased to $87.2 million for the year ended December 31, 2001, from
$45.9 million in 2000. These costs, before offsetting interest income of $8.3 million (2000 — $4.7 million),
primarily consisted of $75.5 million for professional fees for legal, accounting and consulting services
provided to the Debtors and the statutory committee of unsecured creditors appointed by the U.S. Trustee
for the District of Delaware, in connection with the Debtors’ reorganization under Chapter 11 and the
Creditors Arrangement Act, $15.0 million for the Predecessor’s Key Employee Retention Plan and
$5.0 million fer executory contracts submitted for rejection. The increase of approximately $41.3 million is
primarily due to costs incurred in connection with the Predecessor’s actual emergence from Chapter 11
and the Creditors Arrangement Act, and various activities related thereto. Total reorganization costs since
the Petition Date applicable to the Debtors’ reorganization amounted to $225.9 million as at December 31,
2001. The Company expects to pay during 2002, approximately $57.1 million of reorganization costs, which
were accrued at December 31, 2001.

Income taxes for the year ended December 31, 2001 were $28.0 million, compared to income tax of
$22.5 million in 2000. The Predecessor’s tax rate for the years ended December 31, 2001 and 2000 varied
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from the statutory tax rate because tax benefits generated by the Predecessor’s losses were largely offset by
a resultant increase in the valuation allowance against the Predecessor’s deferred tax assets. In addition, a
substantial portion of goodwill amortization and reorganization costs are not deductible for tax purposes
and losses incurred in certain jurisdictions may not offset the tax expense in profitable jurisdictions. Future
income and losses, and the disposition of certain locations, may require the Company to record a change in
the valuation allowance of tax assets that were taken into account in determining the net amount of
liability for deferred income taxes recorded on its balance sheet at December 31, 2001. If this occurs, any
resulting increase in the valuation allowance would generally be treated as an additional income tax
expense in the period in which it arises, while any resulting decrease in the valuation allowance established
on the Effective Date would be treated as a reduction of goodwill with any excess over the value assigned
to goodwill recognized as a capital transaction.

The Predecessor recorded an extraordinary gain on debt discharge of $959.0 million and fresh start
valuation adjustments of $228.1 million for the year ended December 31, 2001, as a result of its emergence
from reorganization proceedings and the application of fresh start reporting. Additionally, for the year
ended December 31, 2000, the Predecessor recorded a charge for the cumulative effect of accounting
change of $986.8 million (net of income taxes of $108.7 million) as a result of the implementation of
SAB 101 effective January 1, 2000. The cumulative effect of accounting change resulted primarily from the
deferral of $894.1 million of merchandise and services revenue, including related trust income,
$258.5 million of cemetery interment rights revenue and other miscellaneous cemetery deferrals of
$17.7 million, reduced by $54.8 million reserve for cancellations. The amounts were offset by the reversal
of related merchandise and service costs of sales of $180.0 million and interment rights costs of sales of
$40.1 million. In addition, pre-need funeral revenue of $92.0 million was deferred and previously deferred
direct obtaining costs of $108.1 million were written off.

The Predecessor’s statement of cash flows for the year ended December 31, 2001, reflects cash
provided from operations of $68.7 million, compared to $147.8 million in 2000. The decrease in cash of
$159.1 million for the year ended December 31, 2001, was primarily due to the distribution of
$163.6 million in respect of claims against the Debtors, as well as the distribution of $93.9 million to
Alderwoods Group, as a result of the implementation of the Plan on the Effective Date.

Dispositions

In December 1999, the Predecessor announced its intention to dispose of 201 funeral homes and 170
cemeteries in the United States that did not meet its strategic objectives, based on geographic location or
financial performance. In January 2000, the Bankruptcy Court approved the Predecessor’s disposition
process for the locations identified. In addition, other properties not in the initial group were periodically
disposed of after obtaining Bankruptcy Court approval. During 2000, the Predecessor sold 101 funeral
homes and 33 cemeteries for net proceeds of $36.1 million. During the year ended December 31, 2001, the
Predecessor sold 124 funeral homes and 119 cemeteries for net proceeds of $105.8 million.
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FORWARD-LOOKING STATEMENTS AND RISK FACTORS

Forward-Looking Statements

Certain statements made in this Form 10-K, including certain statements made in the section entitled
“Management’s Discussion and Analysis of Alderwoods Group — Business Strategy” and “Quantitative
and Qualitative Disclosures about Market Risk,” in other filings made with the SEC, and elsewhere
(including oral statements made on behalf of the Company) are forward-looking statements within the
meaning of Section 27A(i) of the Securities Act of 1933 and Section 21E(i) of the Securities Exchange Act
of 1934. The words “believe,” “may,” “will,” “estimate,” “continues,” “anticipate,” “intend,” “expect” and
similar expressions identify these forward-looking statements. Certain events or circumstances, including
those described below under the caption “Risk Factors,” could cause actual results to differ materially
from those estimated, projected or predicted. The Company undertakes no obligation to publicly release
any revisions to these forward-looking statements to reflect events or circumstances after the date hereof
or to reflect the occurrence of unanticipated events,

Risk Factors

In addition to other information in this Form 10-K, the following important factors, among others,
could cause future results to differ materially from estimates, predictions or projections.

Future Revenues Are Uncertain

1. Volume, Mix and Margins are Uncertain. Revenue is significantly affected by the volume of
services rendered and the mix and pricing of services and products sold. Cemetery revenues are also
significantly affected by the fulfillment of previously sold pre-need cemetery contracts and the writing of
pre-need cemetery contracts for interment rights. Margins are affected by changes in revenue, their related
costs and the level of fixed costs in operating our funeral homes and cemeteries. Further, revenue and
margins may be affected by competitive pricing strategies.

2. Number of Pre-Need Contracts Written Is Dependent upon an Adequate Salesforce. The level of
pre-need contracts written is dependent upon maintaining an adequate salesforce. Accordingly, the future
success of the Company is dependent upon the Company’s ability to attract, train and retain an adequate
number of salespeople.

3. Trust Income Is Subject to Market Conditions. Cemetery revenue is impacted by the trust income
on perpetual care trust funds which is recognized when the trust income is earned. Trust income on funeral
and cemetery merchandise and service trust funds is deferred and revenue is recognized when the
underlying merchandise and service obligations are fulfilled. The level of trust income is largely dependent
on yields available in connection with the investment of the balances held in such trust funds. Available
yields may be subject to significant fluctuations in response to conditions in the economy in general.

4. The Death Rate May Decrease. The death rate in the United States is estimated to have declined
by approximately 1% in 1997 and approximately 2% in 1998, reversing a trend of an approximate 1%
increase per year since 1980. However, for the combined two-year period from 1998 to 2000, the death rate
is estimated to have declined by less than 1%. Industry studies indicate that the average age of the
population is increasing. The financial results of the Company may be affected by any decline in the
death rate.

5. The Rate of Cremation Is Increasing. There is an increasing trend in the United States toward
cremation. According to the latest industry studies available, cremations represented approximately 27%
of the burials performed in the United States in 2001, as compared with approximately 10% in 1980, and
this percentage increased by approximately 1% annually from 1997 to 2001. Compared to traditional
funeral services, cremations have historically generated similar gross profit percentages but lower
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revenues. A substantial increase in the rate of cremations performed by the Company could have a
material adverse effect on the results of operations of the Company.

6. Dispositions May Adversely Affect Revenues. Revenue is affected by the level of dispositions,
which may or may not be significant.

The Company Has Substantial Debt

1. Substantial Leverage Will Continue. The Company’s total carrying value of long-term
indebtedness (including the current portion thereof) is $759.7 million as of December 28, 2002. While the
Company believes that future operating cash flow, together with financing arrangements, will be sufficient
to finance operating requirements under the Company’s business plan, the Company’s leverage and debt
service requirements could make it more vulnerable to economic downturns in the markets the Company
intends to serve or in the economy generally. The Company’s indebtedness could restrict its ability to
obtain additional financing in the future and, because the Company may be more leveraged than certain of
its competitors, could place the Company at a competitive disadvantage.

The Company’s Rose Hills’ non-recourse subsidiary senior secured debt of $52.6 million matures in
2003, approximately $26.3 million in May 2003 and approximately $26.3 million in November 2003.
Although, the Company intends to retire in full the $52.6 million outstanding on or before May 1, 2003, it
amended the Credit Facility to obtain the Rose Hills Special Advance needed to finance this retirement.
The restrictions under the amended Credit Facility, which require the Company to obtain lender approval
to borrow any other amount from the Credit Facility until the Rose Hills Special Advance is repaid and
limit the amount that can be outstanding under letters of credit, may exacerbate the risks noted in the
preceding paragraph.

2. Debt Instruments Contain Restrictive Covenants That May Limit Liquidity and Corporate Activities.
The Credit Facility and the indentures governing the Five-Year Secured Notes, the Seven-Year Unsecured
Notes, the Convertible Subordinated Notes and the Rose Hills debt contain covenants that impose
operating and financial restrictions on the Company. For example, these covenants restrict the ability of
Alderwoods Group, and most of its subsidiaries, to incur additional indebtedness, prepay indebtedness,
allow liens on assets, sell stock or other assets without using proceeds thereof to reduce the indebtedness
of the Company, engage in mergers or acquisitions, make investments or pay dividends or distributions
(other than to Alderwoods Group or certain of its subsidiaries). These covenants could prohibit the
Company from making acquisitions and adversely affect the Company’s ability to finance future operations
by limiting the incurrence of additional indebtedness or requiring equity issuance proceeds to be applied to
reduce indebtedness. In addition, the Company is required to achieve specified earnings to fixed charges
ratios and specified levels of tangible net worth. Adverse operating results could cause the Company to be
unable to achieve these financial ratios and tests, in which event, unless the Company were able to obtain
appropriate waivers with respect to non-compliance, certain of the Company’s long-term debt would be in
default and the holders thereof could accelerate the maturities of such debt.

3. Subsidiary Stock Is Subject to Security Interests. The capital stock of subsidiaries directly owned
by Alderwoods Group or a subsidiary guarantor of the Credit Facility is subject to various liens and
security interests, subject to percentage limitations in the case of foreign subsidiaries. If a holder of a
security interest becomes entitled to exercise its rights as a secured party, it would have the right to
foreclose upon and sell or otherwise transfer the collateral subject to its security interest, and the collateral
accordingly would be unavailable to Alderwoods Group or the subsidiary owning the collateral, except to
the extent, if any, that the value of the affected collateral exceeds the amount of indebtedness in respect of
which such foreclosure rights are exercised.

4.  The Security for the Five-Year Secured Notes May Not Be Sufficient To Secure Payments. The
Company’s obligations under the Five-Year Secured Notes Indenture is secured by collateral which
consists of (i) substantially all personal property (other than capital stock) and (ii) the material funeral
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home real property assets pledged under the Credit Facility of the Company and certain of its wholly
owned subsidiaries. The rights of the holders of the Five-Year Notes to this collateral will be subordinate to
those of the lenders under the Credit Facility. The proceeds from the sale of this collateral may not be
sufficient to satisfy amounts due on the Five-Year Secured Notes.

If, upon a foreclosure on the collateral, the proceeds from the sale of such collateral is insufficient to
satisfy the entire amount due on the Five-Year Secured Notes, the claim by the holders of the Five-Year
Secured Notes against the Company for this deficiency would rank equally with the claims of the other
general, unsubordinated creditors of the Company. The remaining assets of the Company may not be
sufficient to satisfy this deficiency.

5. Certain Debt Is Effectively Subordinated to Obligations of Subsidiaries. Alderwoods Group
principally is a holding company, and therefore its right to participate in any distribution of assets of any
subsidiary upon that subsidiary’s dissolution, winding-up, liquidation or reorganization or otherwise is
subject to the prior claims of creditors of that subsidiary, except to the extent that Alderwoods Group may
be a creditor of that subsidiary and its claims are recognized. There are various legal limitations on the
extent to which some of the subsidiaries of Alderwoods Group may extend credit, pay dividends or
otherwise supply funds to, or engage in transactions with, Alderwoods Group or its other subsidiaries. The
Five-Year Secured Notes, the Seven-Year Unsecured Notes and the Convertible Subordinated Notes are
effectively subordinated to all indebtedness and other obligations of the subsidiaries except to the extent
that those subsidiaries have guaranteed that obligations of Alderwoods Group to pay amounts due on the
Five-Year Secured Notes, the Seven-Year Unsecured Notes or the Convertible Subordinated Notes, as
applicable.

The Tax Rate Is Uncertain

1. Effective Income Tax Rate May Vary. The Company expects that its effective income tax rate for
2003 and beyond may vary significantly from the statutory tax rate because (i) income tax benefits may be
offset by an increase in the valuation allowance due to the uncertainty regarding the ability to utilize the
benefits in the future, (ii) the losses incurred in certain jurisdictions may not offset the tax expense in
profitable jurisdictions, (iii) there are differences between foreign and United States income tax rates, and
(iv) many tax years are subject to audit by different tax jurisdictions.

2. Federal Tax Audit Could Impact Tax Rate. 1In connection with the audit of the 1993 through 1998
federal income tax returns, the Company and the Internal Revenue Service have reached a tentative
agreement that resolves certain issues that were in dispute. This tentative agreement has been submitted to
the Congressional Joint Committee on Taxation (“Joint Committee”) for its review and approval. If
approved by the Joint Committee, this tentative agreement would have a significant positive effect on the
Company’s future tax rate in the year of settlement. However, the ultimate outcome and timing of the final
resolution cannot be determined at this time.

Capital Stock: Dividends Not Anticipated; Anti-Takeover Effects

1. Volatility Is Possible. In January 2002, the Company’s Common Stock and Warrants commenced
trading on The NASDAQ Stock Market, Inc. Due to the limited trading history of the Company’s
Common Stock and Warrants, there can be no assurance as to the degree of price volatility in the market
for the Common Stock and Warrants. The market price of the Common Stock and Warrants may be
subject to significant fluctuations in response to numerous factors, including variations in the Company’s
annual or quarterly financial results or those of its competitors, changes by financial analysts in their
estimates of the future earnings of the Company, conditions in the economy in general or in the funeral
industry in particular or unfavorable publicity. Additionally, there can be no assurance that the market
value of the Common Stock will exceed the exercise price of the Warrants at any time prior to their
expiration.
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2. Dividends Are Not Anticipated; Payment of Dividends Is Subject to Restriction. Alderwoods Group
is not expecting to pay any dividends on the Common Stock in the foreseeable future. In addition,
covenants in the respective indentures governing the Five-Year Secured Notes, the Seven-Year Unsecured
Notes and the Convertible Subordinated Notes and in the Credit Facility restrict the ability of Alderwoods
Group to pay dividends and may prohibit the payment of dividends and certain other payments. Certain
institutional investors may only invest in dividend-paying equity securities or may operate under other
restrictions that may prohibit or limit their ability to invest in the Common Stock.

3. Certain Provisions in Our Charter Documents and Rights Plan Have Anti-Takeover Effects.  Certain
provisions of the certificate of incorporation and bylaws, of Alderwoods Group, as well as the General
Corporation Law of the State of Delaware, may have the effect of delaying, deferring or preventing a
change in control of Alderwoods Group. Such provisions, including those providing for the possible
issuance of preferred stock of Alderwoods Group without stockholder approval, regulating the nomination
of directors and eliminating stockholder action by written consent may make it more difficult for other
persons, without the approval of the Board of Directors (the “Board of Alderwoods Group™), to make a
tender offer or otherwise acquire substantial amounts of the Common Stock or to launch other takeover
attempts that a stockholder might consider to be in such stockholder’s best interest. Additionally, the
Company’s short-term stockholder rights plan, which was adopted by the Board of Alderwoods Group on
March 6, 2002, and became effective on March 26, 2002, may also delay, defer or prevent a change of
control of Alderwoods Group. Under the rights plan, each outstanding share of Common Stock has one
right attached that trades with the Common Stock. Absent prior action by the Board of Alderwoods Group
to redeem the rights or amend the rights plan, upon the consummation of certain acquisition transactions,
the rights would entitle the holder thereof (other than the acquiror) to purchase shares of Common Stock
at a discounted price in a manner designed to result in substantial dilution to the acquiror. The
shareholders rights plan will expire in September 2003, and there is presently no extension or renewal
contemplated by the Company.

Other Risk Factors

1. Federal, State and Local Regulations May Change io the Detriment of Alderwoods Group. The
Company’s operations are subject to regulation, supervision and licensing under numerous federal, state
and local laws, ordinances and regulations, including extensive regulations concerning trust funds,
pre-need sales of funeral and cemetery products and services, environmental matters and various other
aspects of the business. The impact of such regulations varies depending on the location of funeral homes
and cemeteries. From time to time, states and regulatory agencies have considered and may enact
additional legislation or regulations that could affect the Company. For example, additional legislation or
regulations requiring more liberal refund and cancellation policies for pre-need sales of products and
services or prohibiting door-to-door or telephone solicitation of potential customers could adversely
impact sales, resulting in lower gross revenues. Similarly, additional legislation or regulations increasing
trust requirements could reduce the amount of cash available to the Company for other purposes.
Additional legislation or regulations prohibiting the common ownership of funeral homes and cemeteries
in the same market could adversely impact both sales and costs and expenses in the affected markets. If
adopted in the states in which the Company operates, additional legislation or regulations such as these
could have a material adverse effect on the results of operations of the Company.

2. Alderwoods Group Principally Is a Holding Company. Alderwoods Group principally is a holding
company, and therefore its right to participate in any distribution of assets of any subsidiary upon that
subsidiary’s dissolution, winding-up, liquidation or reorganization or otherwise is subject to the prior
claims of creditors of that subsidiary, except to the extent that Alderwoods Group may be a creditor of that
subsidiary and its claims are recognized. There are various legal limitations on the extent to which some of
the subsidiaries of Alderwoods Group may extend credit, pay dividends or otherwise supply funds to, or
engage in transactions with, Alderwoods Group or its other subsidiaries.

40



3. Qutcome of NAFTA Claims Is Impossible To Predict. In October 1998, the Predecessor filed the
NAFTA Claims against the government of the United States seeking damages under the arbitration
provisions of NAFTA. Pursuant to the Plan, the Predecessor, through a series of transactions, transferred
to the Company all of its assets, excluding legal title to the NAFTA Claims, and transferred to the
Company the right to any and all proceeds from the NAFTA Claims. In addition, pursuant to the Plan, an
undivided 25% interest in the proceeds, if any, of the NAFTA Claims as such proceeds may be adjusted as
a result of the arbitration contemplated by the letter agreement between the Predecessor and Raymond L.
Loewen, dated May 27, 1999 (the “NAFTA Arbitration Agreement”), less (a) any amounts payable under
paragraph 3 of the NAFTA Arbitration Agreement and (b) any amounts payable pursuant to the
contingency fee letter agreement between Jones, Day, Reavis & Pogue and Loewen Group, dated July 25,
2000, was transferred to the Liquidating Trust. Although the Company believes that these actions should
not affect the NAFTA Claims, the government of the United States, respondent in the NAFTA
proceeding, has asserted that these actions have divested the Arbitration Tribunal of jurisdiction over some
or all of the claims. The Company does not believe that it is possible at this time to predict the final
outcome of this proceeding or to establish a reasonable estimate of the damages, if any, that may be
awarded, or the proceeds, if any, that may be received in respect of the NAFTA Claims.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company’s major market risk exposures are to changing interest rates, currency exchange rates
and to equity prices. The market risk exposure discussion below provides information about market-
sensitive financial instruments and constitutes “forward-looking statements,” which involve risks and
uncertainties. Actual results could differ materially from those projected in the forward-looking
statements.

The Company’s exposure to interest rate fluctuations resides primarily in the United States, and the
Company’s exposure to currency exchange rate fluctuations resides primarily in investments and
operations in Canada and, to a lesser extent, the United Kingdom, each of which is generally stable
politically and economically and is not highly inflationary. The Company has not entered into any
derivative instruments at December 28, 2002.

The Company intends to implement strategies to manage its mix of floating and fixed rate debt
through the use of derivatives, primarily in the form of interest rate and currency swap transactions. No
such instruments were in place at December 28, 2002.

The Company’s debt instrument sensitivity to floating interest rates is based on the Company’s
floating rate debt being based in the United States. Accordingly, changes in U.S. interest rates can affect
the interest paid on the Company’s floating rate debt. The current mix of fixed and floating rate debt was
determined by the Plan. At December 28, 2002, the Company’s total fixed rate debt is $701.1 million,
representing approximately 93% of total debt, and has a weighted average rate of 11.39%. The Company’s
floating rate exposure of $52.6 million, represents 7% of total debt and has a weighted average rate of
approximately 4.9%. A one percent change in the applicable floating rate indices would cause an
approximately $0.5 million change in the Company’s annual interest expense.

The Company’s exposure to equity prices resides primarily in the United States. The sale of pre-need
funeral contracts, pre-need cemetery merchandise and insurance products results in the Company having
significant investment in, and supervising the management of the trusts that have significant investments in
mutual funds and equity securities which are sensitive to current market prices. Fluctuations in interest and
equity market rates on investments held in pre-need funeral trusts and pre-need cemetery merchandise
trusts do not result in significant current income fluctuation, as the income is not realized until services are
performed. Investments of pre-need cemetery merchandise trusts and insurance invested assets are
currently predominately in fixed income securities. The Company manages the mix of equities and fixed
income securities in accordance with policies set by an investment committee comprised of members of
senior management. The investment committee sets and modifies the mix of investments with the
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while maintaining acceptable levels of income and capital appreciation.

assistance of independent professional financial advisors. The policy emphasizes a conservative approach

The principal cash flows and the related weighted average interest rates for the Company’s long-term
debt as of December 28, 2002, are presented below. The carrying values of the Company’s debt

instruments are included in Note 6 to the Company’s Consolidated Financial Statements.

QUANTITATIVE DISCLOSURE OF MARKET RISKS

Expected Maturity Date

2003 2004 2005 2006 2007 Thereafter Total Fair Value
(Dollars in thousands)

Long-term Debt (1)

Fixed rate US$ debt  $37,966 $91,190  $34,190  $42,463 $137,164 $358,155 $701,128 $660,637
Average rate . . . . 11.80% 11.75% 11.81% 11.88% 12.23% 12.23% 11.39%

Floating rate US$
debt.......... $52,642 % — $ — $ — 3 — $ — $ 52,642 $ 52,642
Average rate . . . . 4.90% — — — — — 4.90%

(1) The Company is required to achieve specified earnings to fixed charges ratios and specified levels of tangible net
worth. Adverse operating results could cause the Company to be unable to achieve these financial ratios and tests,
in which event, unless the Company were able to obtain waivers with respect to non-compliance, certain of the
Company’s long-term debt would be in default and the holders thereof could accelerate the maturities of

such debt.
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(1) Although not comparable, certain consolidated financial information and other information of The
Loewen Group Inc. for 2001 and 2000, may be of limited interest to stockholders of the Company, and has

been included in this Annual Report on Form 10-K.
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AEDERWOODS GROUP, INC.

(Successor to The Loewen Group Inc.)

The following Alderwoods Group, Inc. consolidated financial statements issued subsequent to the Plan
implementation are not comparable with the consolidated financial statements issued by The Loewen
Group Inc. prior to the Plan implementation, due to the significant changes in the financial and legal structure
of the Company, the application of fresh start reporting at December 31, 2001, resulting from confirmation and
implementation of the Plan and changes in accounting policies, certain account classifications and fiscal
accounting periods adopted by the Company. Accordingly, the Company’s consolidated financial statements for
the 52 weeks ended December 28, 2002, do not include comparable operating and cash flow information.
Certain consolidated financial information of The Loewen Group Inc. may be of limited interest to the
stockholders of the Company, and has been included for 2001 and 2000 elsewhere in this Form 10-K.
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REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and Stockholders
Alderwoods Group, Inc.:

We have audited the accompanying consolidated balance sheets of Alderwoods Group, Inc. as at
December 28, 2002 and December 31, 2001, and the related consolidated statements of operations,
stockholders’ equity and cash flows for the fifty-two weeks ended December 28, 2002. In connection with
our audits of the consolidated financial statements, we also have audited the information with respect to
the Company in financial statement Schedule II included in Item 15 of the Company’s annual report on
Form 10-K. These consolidated financial statements and financial statement schedule are the responsibility
of the Company’s management. Our responsibility is to express an opinion on these consolidated financial
statements and financial statement schedule based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Alderwoods Group, Inc. as at December 28, 2002, and December 31,
2001, and the results of its operations and its cash flows for the fifty-two weeks ended December 28, 2002,
in conformity with accounting principles generally accepted in the United States of America. Also, in our
opinion, the related financial statement schedule, when considered in relation to the basic financial
statements taken as a whole, presents fairly, in all material respects, the information set forth therein.

/s/ KPMG LLP
Chartered Accountants
Vancouver, Canada

March 6, 2003
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ALDERWOODS GROUP, INC,
CONSOCLIDATED BALANCE SHEETS

Expressed in thousands of dollars
except number of shares outstanding

ASSETS
Current assets

Cash and cash equivalents . ...................... ...
Receivables, net of allowances . ......................
Inventories ... ... ...ttt e
Other . ... e

Pre-need funeral contracts . . ........... .0t
Pre-need cemetery contracts ... ... .. i
Cemetery Property . .. ov v v ettt e et
Property and equipment . ........... ... .. ... ... ...
Insurance invested assets . .. ....... . i i
Deferred income tax assets . .. ..ot v it e e
Goodwill . ... ... .. . e
Other assets .. ...t e

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities

Accounts payable and accrued liabilities ................
Current maturities of long-termdebt. .. .................

Longtermdebt........ ... ... ... . .. . .
Deferred pre-need funeral contract revenue . ..............
Deferred pre-need cemetery contract revenue . . ............
Insurance policy liabilities . ............ ... ............
Deferred income tax liabilities . .. .......... ... ... ... ....
Other liabilities . . . . ... .. ... .

Stockholders’ equity

Common stock, $0.01 par value, 100,000,000 shares authorized, 39,941,271

issued and outstanding (2001 —39,878,870) .. ...........
Capital in excessof parvalue .. ......................
Accumulated deficit . . . ... ... o o
Accumulated other comprehensive income ...............

Commitments and contingencies (Notes 6, 9, 10 and 11)

December 28,

December 31,

.........

2002 2001
$ 46,112 $ 101,561
65,996 73,952
22,284 27,235
22,272 23,345
156,664 226,093
1,002,601 1,010,646
447,336 480,972
150,211 151,767
620,215 637,235
405,413 339,797
7,872 16,250
335,779 565,838
43,958 74,505
$3,170,049  $3,503,103
$ 163,795 § 185426
90,608 17,396
254,403 202,822
669,062 818,252
996,781 1,018,236
336,833 350,884
340,240 304,825
24,968 25,000
24,360 43,732
2,646,647 2,763,751
399 399
739,711 738,953
(233,744) —
17,036 —
523,402 739,352
$3,170,049  $3,503,103

See accompanying notes to the consolidated financial statements
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ALDERWGOODS GROUE INC.

CONSOLIDATED STATEMENT OF OPERATIONS

Expressed in thousands of doliars
except per share amounts and number of shares outstanding

Revenue
Funeral . .. e e e e e e e
0734111 1) o PP
IRSUTANCE . . . . . e e e e e

Costs and expenses
Funeral . . ... . e e
L0714 117 22
INSUIance . . .. . e e e

General and administrative €Xpenses . ... ... ...t
Provision for goodwill impairment . ... ... .. ... .
Provision for asset impairment . . . .. ... ... .. ...

Loss from operations . ... ... .. ... ..ttt
Interest on long-term debt. . .. ... ... .. L
Other expense (INCOME), NEL . . . . ottt et et e e e e

Loss before INCOME taXes . . .. .o vttt i e e e
INCOME 1aXES .« . v vt i e e

Nt 0SS & o oot e e

Basic and diluted loss per Common share:
Nt 088 .« .t

See accompanying notes to the consolidated financial statements
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52 Weeks
Ended
December 28,
2002

$ 530,562
182,839
120,052

833,453

426,244
168,355
99,087

693,686

139,767
43,188
242,204
3,283
(148,908)
85,374
(5,498)
(228,784)
4,960

$(233,744)

$  (5.86)
39,916




ALDERWOODS GROUF, INC.
CONSOLIBATED STATEMENT OF STOCKHOLDERS® EQUITY

Expressed in thousands of doilars

Accumulated other

Capital in
Common excess of  Accumulated comprehensive
stock par value deficit income Total
Balance at December 31, 2001 . ... ... $399  $738,953 § — $ - $739,352
Comprehensive income (loss):
Netloss .........oviin.. .. (233,744) (233,744)
Other comprehensive income (loss):
Foreign exchange adjustment . . . .. 1,942 1,942
Unrealized holding gains on
securities, net of income taxes
of 88,146 .. .. ....... ... .. .. 16,863 16,863
Less: reclassification
adjustments for gains on
securities included in
netloss................ (1,769) (1,769)
Total holding gains . ........ 15,094 15,094
Comprehensive (loss) . ............. (216,708)
Common stock issued:
Stock issued in connection with
Predecessor’s key employee
retention plan . ............... 262 262
Stock issued as compensation in lieu
ofcash ............ .. ... ... 496 496
Balance at December 28,2002 ....... $399  §739,711  $(233,744) $17,036 $523,402

See accompanying notes to the consolidated financial statements
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ALDERWOODS GROUE INC.
CONSCLIDATED STATEMENT OF CASH FLOWS

Expressed in thousands of dollars

CASH PROVIDED BY (APPLIED TO)
Operations
Net 0SS .« o
ftems not affecting cash
Depreciation and amortization . ........... .. . .. i e
Insurance policy benefit T€SEIVes . . .. . ... i
Provision for goodwill impairment . .. ... .o e
Provision for asset impairment ............ . . .
Loss on disposal of subsidiaries and investments . .............. ... ...
Deferred income taxes . ... ..ot i e e

Investing
Proceeds on disposition of assets and investments .. ............. .. .
Purchase of property and equipment and business acquisitions . . .. ...............
Purchase of insurance invested assets .. ... ... ...ttt e
Proceeds on disposition and maturities of insurance invested assets ...............

Financing
Increase in long-term debt . . . ... ... .
Repayment of long-term debt . . ... ... ... . .

Decrease in cash and cash equivalents .. ........... .. .. . . . iy
Cash and cash equivalents, beginning of year ... ......... ... ... ... ... ... .. . ...

Cash and cash equivalents, end of year. .. . ... ... ... . .

See accompanying notes to the consolidated financial statements
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52 Weeks
Ended
December 28,
2002

$(233,744)

43,519
33,189
242,204
3,283

(7,257)
1,635

(14,145)

68,684

21,229
(25,214)

(300,154)
261,584

(42,555)

910
(82,488)

(81,578)

(55,449)
101,561

$ 46,112




ALDERWOODS GROUE, INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 1. NATURE OF OPERATIONS

Alderwoods Group, Inc., a Delaware corporation, together with its subsidiaries (collectively, the
“Company”) is the second-largest operator of funeral homes and cemeteries in North America. As at
December 28, 2002, the Company operated 763 funeral homes and 185 cemeteries and 62 combination
funeral homes and cemeteries throughout North America and 39 funeral homes in the United Kingdom.

The Company’s funeral operations encompass making funeral and cremation arrangements on an
at-need or pre-need basis. The Company’s funeral operations offer a full range of funeral services,
including the collection of remains, registration of death, professional embalming, use of funeral home
facilities, sale of caskets and other merchandise and transportation to a place of worship, funeral chapel,
cemetery or crematorium.

The Company’s cemetery operations assist families in making burial arrangements and offer a
complete line of cemetery products (including a selection of burial spaces, burial vaults, lawn crypts,
caskets, memorials, niches, mausoleum crypts and other merchandise), the opening and closing of graves
and cremation services.

The Company’s insurance operations sell a variety of life insurance products, primarily to fund
pre-need funeral services.

NOTE 2. BASIS OF PRESENTATION

The consolidated financial statements include the accounts of the Company, its subsidiaries and
operations controlled by the Company through sales and management agreements. The Company is the
successor to The Loewen Group Inc. (the “Predecessor”) and its subsidiaries, including Loewen Group
International, Inc., a Delaware corporation (“Loewen International”). The consolidated financial
statements have been prepared using the U.S. dollar as the functional currency and are presented in
accordance with accounting principles generally accepted in the United States.

Emergence from reorganization proceedings

On June 1, 1999 (the “Petition Date”), the Predecessor and each of approximately 850 United States
subsidiaries (including Loewen International) and one foreign subsidiary voluntarily filed a petition for
creditor protection under Chapter 11 of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court for the
District of Delaware (the “U.S. Bankruptcy Court”). Concurrent with the Chapter 11 filing, the
Predecessor and 117 Canadian subsidiaries voluntarily filed an application for creditor protection under
the Companies’ Creditors Arrangement Act with the Ontario Superior Court of Justice, Toronto, Ontario,
Canada (the “Canadian Bankruptcy Court”) (together with the U.S. Bankruptcy Court, the “Bankruptcy
Courts”). Subsequent to the Petition Date, five additional subsidiaries of the Predecessor voluntarily filed
petitions for creditor protection and 41 subsidiaries were voluntarily deleted.

On December 5, 2001 and December 7, 2001, the U.S. Bankruptcy Court and the Canadian
Bankruptcy Court, respectively, confirmed the Fourth Amended and Restated Joint Plan of
Reorganization, as modified (the “Plan”), of the Predecessor and its subsidiaries under creditor protection
(the “Debtors”). The Plan became effective on January 2, 2002 (the “Effective Date”) and, for accounting
and reporting purposes, is reflected as of December 31, 2001, because United States generally accepted
accounting principles require that the financial statements reflect fresh start reporting as of the
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ALDERWOODS GROUE INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed inm thousands of dollars except per share ameoumnts)

NOTE 2. BASIS OF PRESENTATION (Continued)

confirmation date or as of a later date, that is not subsequent to the Effective Date, when all material
conditions precedent to the Plan becoming binding are resolved. Pursuant to the Plan, the Debtors altered
their debt and capital structures and, among other things:

° completed reorganization transactions that resulted in the ultimate parent company in the
corporate structure being the Company, which was renamed from Loewen International and now
operates the existing businesses of the Predecessor and Loewen International;

o transferred all of the assets of the Predecessor to the Company at fair value, except for an aggregate
cash amount of $133,500,000, which was transferred prior to December 31, 2001, by the Predecessor
to a disbursing agent for the sole benefit of certain of the Predecessor’s creditors;

e cancelled the stock of certain direct and indirect subsidiaries of the Predecessor, other than that
stock which was owned by the Predecessor or its direct or indirect subsidiaries;

o paid or issued a combination of cash, new Common stock of the Company, warrants to purchase
new Common stock of the Company and new long-term debt (see Note 6) to certain holders of
liabilities subject to compromise that were cancelled;

o satisfied certain administrative claims through the issuance of the Company’s 12%:% Convertible
Subordinated Notes Due 2012 in the aggregate principal amount of $24,679,000, which are
convertible into the Company’s Common stock at an initial conversion rate of $17.17 per share and
379,449 shares of the Company’s Common stock, which resulted in the Company becoming the
owner of all of the outstanding common stock of Rose Hills Holdings Corp. (“Rose Hills”), which in
turn owns 100% of the outstanding common stock of Rose Hills Company;

° assumed, assumed and assigned, or rejected certain executory contracts and unexpired leases to
which any Debtor was a party;

o restructured and simplified the Company’s and its subsidiaries’ corporate structure; and
° selected new boards of directors of the Company and its reorganized subsidiaries.

Due to the significant changes in the financial and legal structure of the Company, the application of
fresh start reporting at December 31, 2001, resulting from confirmation and implementation of the Plan
and changes in accounting policies and fiscal accounting periods adopted by the Company, the
consolidated financial statements of the Company issued subsequent to the Plan implementation are not
comparable with the consolidated financial statements issued by the Predecessor prior to the Plan
implementation. Accordingly, the Company’s consolidated financial statements as at and for the 52 weeks
ended December 28, 2002, do not include comparable operating and cash flow information. Certain
consolidated financial and other information concerning the Predecessor may be of limited interest to the
stockholders of the Company and has been included elsewhere in this Form 10-K.

Fresh start reporting

At December 31, 2001, the Company adopted fresh start reporting in accordance with AICPA
Statement of Position 90-7, “Financial Reporting by Entities in Reorganization under the Bankruptcy
Code” (“SOP 90-77), which in turn required application at the date of Plan implementation of purchase
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ALDERWOODS GROUE INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 2. BASIS OF PRESENTATION (Continued)

accounting principles, as prescribed by Statement of Financial Accounting Standards No. 141, “Business
Combinations” (“FAS No. 141”), which superceded Accounting Principles Board Opinion (“APB”) No. 16,
“Business Combinations.” In addition, SOP 90-7 requires the adoption of any new accounting principles
concurrent with the adoption of fresh start reporting. As such, the Company adopted Statement of
Financial Accounting Standards No. 142, “Goodwill and Other Intangible Assets,” (“FAS No. 142”) on
December 31, 2001. As a result of the adoption of FAS No. 142, goodwill arising from the Company’s
reorganization is not amortized. Also concurrent with fresh start reporting, the Company adopted a
revenue recognition policy relating to pre-need sales of interment rights which differed from that
previously applied by the Predecessor (see Note 3).

Under the principles of fresh start reporting, the Company was required to record the aggregate value
of the Company based on the reorganization value as set forth in the Plan. The reorganization value of
the Company was determined with the assistance of independent advisors and estimated at the midpoint of
the total enterprise value range (i.e., the fair market value of the Company’s debt and stockholders’
equity), which was approximately $1.5 billion. The reorganization valuation utilized various valuation
techniques, including comparable public company trading multiples, discounted cash flow analysis and
comparable acquisition analysis.

In accordance with the principles of “purchase” accounting, as prescribed by FAS No. 141 and
FAS No. 142, the reorganization value was then allocated to the Company’s identifiable tangible and
intangible assets and liabilities based on their fair values, with the residual recorded as goodwill. As a result
of the application of fresh start reporting, significant adjustments were made to the Company’s historical
assets and liabilities, as the fair values varied significantly from recorded amounts of the Predecessor
immediately prior to the date of Plan adoption at December 31, 2001 (see Note 19).

The following methods and assumptions were used to estimate the fair value of significant assets and
liabilities at December 31, 2001:

Cash and cash equivalents, receivables, inventories, other current assets, and accounts payable and
accrued liabilities: The carrying amounts, which reflected provisions for uncollectible amounts and for
inventory obsolescence, approximated fair value because of the short term to maturity of these current
assets and liabilities.

Pre-need funeral and cemetery contracts: For funeral and cemetery customer receivables, the fair
value was determined as the present value of expected future cash flows discounted at the interest rate
offered by the Company, which approximated market rates for loans of similar terms to customers
with comparable credit risk. For amounts receivable from funeral and cemetery trusts, the fair value
was based on quoted market prices of the underlying investments. Amounts receivable from third-
party insurance companies were based on the face value of the policy plus accumulated annual
insurance benefits. Pre-need funeral and cemetery contracts were recorded net of allowances for
expected cancellations and refunds.

Cemetery property: For developed land and undeveloped land, the fair value was estimated by
discounting cash flows from the expected future sales of cemetery land, reduced by a reasonable profit
margin. A maximum term of 30 years was assumed in determining projected sales revenue. Portions of
the Company’s cemetery land are situated in areas that could not be developed due to geographic or
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ALDERWOODS GROUE INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NQOTE 2. BASIS OF PRESENTATION (Comtinued)

regulatory restrictions. Such cemetery land, together with portions of land that were not required for
sales during the next 30 years and for which the Company had no plan to sell, were assigned a fair
value of zero. For mausoleums and lawn crypts, the fair value was based on the replacement cost for
similar inventory. It is possible that the Company’s future operations in the near term may result in
recoveries on excess land sales that are different than those assumed in the estimates.

Insurance invested assets and insurance policy liabilities: Insurance invested assets were stated at
market based on quoted market prices. Policy liabilities were estimated and, together with future
premiums and investment income, were considered to be sufficient to pay future benefits, dividends
and expenses on insurance and annuity contracts. For traditional products, insurance policy liabilities
were computed using the net level premium method based on estimated investment yields,
withdrawals, mortality and other assumptions that were appropriate at the time that the policies were
issued or, for policies acquired through acquisition, such assumptions were as of the purchase date.
Estimates used were based on the Company’s experience, as adjusted to provide for possible adverse
deviation. Future policy benefits on investment-type contracts reflected the account value before
applicable surrender charges.

Long-term debt: The fair value of the Company’s long-term debt was estimated by discounting the
future cash flows of each instrument at rates for similar debt instruments of comparable maturities.

Deferred pre-need funeral and cemetery contract revenue: The fair value of deferred funeral and
cemetery contract revenue was based on the larger of, as applicable, (i) the amount refundable to the
customer, if the contract was written in a jurisdiction requiring refunds upon request by the customer
or upon cancellation for non-payment; (ii) the amount of an insurance policy representing the face
value and accumulated annual insurance benefits; or (iii) the present value of the projected future
cost to outsource the fulfillment of the pre-need obligation, based on the estimated outsourcing cost
and mortality, inflation and interest rate assumptions. It is possible deferred pre-need funeral and
cemetery contract revenue could change materially in the near term as a result of actual servicing and
cancellation experience.

NQOTE 3. SUMMARY OF SIGNEFICANT ACCOUNTING POLICIES

Principles of consolidation

The consolidated financial statements include the accounts of the Company, its subsidiary companies
and operations controlled by the Company through sales and management agreements. All subsidiaries are
wholly owned, except for a few companies with small minority interests.

All significant intercompany balances have been eliminated in the consolidated financial statements.

Use of estimates

The preparation of the consolidated financial statements in accordance with United States generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the consolidated financial statements, and the reported amounts of revenue and expenses during the
reporting period. As a result, actual amounts could significantly differ from those estimates.
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Funeral operations
Sales of at-need funeral services are recorded as revenue when the service is performed.

Pre-need funeral services contracts provide for future funeral services, generally determined by prices
prevailing at the time the contract is signed. The payments made under the contract, in part, are either
placed in trust or are used to pay the premiums of life insurance policies under which the Company is
designated as beneficiary. Pre-need funeral services contract amounts, together with related trust fund
investment earnings and annual insurance benefits, are deferred until the service is performed. The
Company estimates that trust fund investment earnings and annual insurance benefits exceed the increase
in cost over time of providing the related services.

Selling costs related to the sale of pre-need funeral services are expensed in the period incurred.

Cemetery operations

Sales of cemetery merchandise and services and at-need cemetery interment rights are recorded as
revenue when the merchandise is delivered or service is performed.

Sales of pre-need cemetery interment rights are recognized in accordance with the retail land sales
provisions of Statement of Financial Accounting Standards No. 66, “Accounting for Sales of Real Estate”
(“FAS No. 66”). Accordingly, provided certain collectibility criteria are met, pre-need cemetery interment
right sales of developed cemetery property are recognized when a specified minimum percentage of the
sales price has been collected, while pre-need cemetery interment right sales of undeveloped cemetery
property are deferred and revenue is recognized on a percentage of completion basis. A portion of the
proceeds from cemetery sales for interment rights is generally required by law to be paid into perpetual or
endowment care trusts. Earnings of perpetual or endowment care trusts are recognized in current
cemetery revenue and are used to help defray the maintenance costs of cemeteries, which are expensed as
incurred. The principal of these perpetual or endowment care trusts cannot be withdrawn by the Company,
and therefore is not included in the Company’s consolidated financial statements.

Pursuant to various state and provincial laws, a portion of the proceeds from the sale of pre-need
merchandise and services may also be required to be paid into trusts, which are included in pre-need
cemetery contracts in the Company’s consolidated financial statements. Earnings on merchandise and
services trust funds are recognized when the revenue of the associated merchandise or service is
recognized.

Selling costs related to the sale of pre-need cemetery contract revenues are expensed in the period
incurred.

Interest is imputed at a market rate for financed pre-need cemetery contracts that do not bear a
market rate of interest.
Insurance operations

For traditional life and participating life products, premiums are recognized as revenue when due
from policyholders. Benefits and expenses are associated with earned premiums to result in recognition of
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

profits over the life of the policy contracts. This association is accomplished by means of the provision for
liabilities for future policy benefits and the amortization of deferred policy acquisition costs.

Revenues from annuity contracts represent amounts assessed against contract holders. Such
assessments are principally surrender charges. Policy account balances for annuities represent the deposits
received plus accumulated interest less applicable accumulated administrative fees.

Investment income, net of investment expenses, and realized gains and losses related to insurance
invested assets are included within revenues.

To the extent recoverable, certain costs of acquiring new insurance business have been deferred. Such
costs consist of first-year commissions in excess of renewal rates, related fringe benefit costs, and direct
underwriting and issuance costs.

The deferred policy acquisition costs on traditional life products are amortized with interest over the
anticipated premium-paying period of the related policies, in proportion to the ratio of annual premium
revenue to be received over the life of the policies. Expected premium revenue is estimated by using the
same mortality and withdrawal assumptions used in computing liabilities for future policy benefits. The
amount of deferred policy acquisition costs is reduced by a provision for possible inflation on maintenance
and settlement expenses.

Also, the present value of future profits of acquired insurance business in force is amortized over the
expected premium-paying period of the policies acquired.

Cash and cash equivalents

Cash and cash equivalents include cash and term deposits with a term to maturity at acquisition of less
than or equal to 90 days.

Inventories

Inventories are carried at the lower of cost, determined primarily on a specific identification basis or a
first-in first-out basis, and net realizable value.

Cemetery property

Cemetery property, including capitalized interest, consists of developed plots, lawn crypts,
mausoleums or niches and undeveloped land, and is valued at average cost. Amounts are expensed as
revenue from sales of cemetery property is recognized.
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Property and equipment

Property and equipment is recorded at cost and depreciated on a straight-line basis over the estimated
useful lives of the assets as follows:

Buildings and improvements . ... ................. 10 to 40 years

Automobiles . ... L 2 to 6 years

Furniture, fixtures and equipment . .. .............. 10 years

Computer hardware and software ................. 3 to 6 years

Leasehold improvements . ...................... Over the term of the lease or life of the

asset, if shorter

Goodwill and intangible assets

Goodwill, resulting from reorganization value in excess of identifiable net assets and purchase
acquisitions, is not amortized, but tested annually for impairment. The Company’s reporting units for
goodwill are its reportable funeral and cemetery operating segments, and its two insurance reporting units.

Identifiable intangible assets consist of deferred insurance policy acquisition costs, present value of
future insurance business profits and acquired key employee covenants not to compete, which are

amortized over their respective useful lives using a method reflecting the pattern in which such assets are
consumed.

Financial instruments

Financial instruments that potentially subject the Company to concentrations of credit or collection
risk principally consist of cash and cash equivalents, customer receivables and receivables from trust and
insurance companies presented on the balance sheets in pre-need funeral and cemetery contracts.

The Company maintains its cash and cash equivalents with various financial institutions. As at
December 28, 2002, the Company had approximately $16,984,000 (2001 — $70,000,000) of cash and cash
equivalents at two financial institutions.

Concentrations of credit risk with respect to customer receivables are minimal, due to the low dollar
amount of each receivable, the large number of customers and the large dispersion of the receivables
across many geographic areas.

Receivables from trust and insurance companies represent customer payments on pre-need funeral
contracts and pre-need cemetery contracts that are placed into state regulated trusts or used to pay
premiums on life insurance contracts, generally do not subject the Company to significant collection risk.
Insurance funded contracts are subject to supervision by state insurance departments and are protected in
the majority of states by insurance guaranty acts. In addition, funds placed into certain state regulated
trusts are limited to federally insured deposits and or U.S. Government bonds. The Company’s policies
with respect to trust fund investments are specifically designed such that investments are diversified
primarily in cash, fixed income and equity securities and are maintained with various high quality and
reputable counterparties, as well as to minimize concentrations of credit risk by not maintaining
disproportionately large balances in any one financial counterparty.
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

A summary of the cost and fair values of financial instruments is as follows:

December 28, 2002 December 31, 2001
Cost Fair Value Cost Fair Value
Amounts receivable from funeral trusts
(seeNoted) ....... ... ... $ 373,561 § 369,825 $ 373,715 § 373,715
Amounts receivable from cemetery trusts
(seeNote5) ....... . 376,327 362,996 387,418 387,418
Long-term debt (see Note 6) . ... ............. 759,670 713,279 835,648 835,648
Insurance invested assets (see Note 7) . ......... 405,413 405,413 339,797 339,797

$1,914971 $1,851,513 $1,936,578 $1,936,578

The carrying amount of cash and cash equivalents, receivables, and accounts payable and accrued
liabilities approximates fair value due to the short-term maturities of these instruments.

Stock option plen

Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”
(“FAS No. 123"), Statement of Financial Accounting Standards No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure —an Amendment of FASB Statement No. 123,
(“FAS No. 148”), established accounting and disclosure requirements using a fair value-based method of
accounting for stock-based employee compensation plans. However, as allowed by FAS No. 123, the
Company has elected to continue to apply the intrinsic value-based method of accounting described below,
and has adopted the disclosure requirements of FAS No. 123 and FAS No. 148.

The Company applies the intrinsic value-based method of accounting prescribed by APB Opinion
No. 25, “Accounting for Stock Issued to Employees,” and related interpretations, including FASB
Interpretation No. 44, ‘“Accounting for Certain Transactions involving Stock Compensation, an
interpretation of APB Opinion No. 25,” to account for its fixed plan stock options. Under this method,
compensation expense is recorded on the date of grant only if the current market price of the underlying
stock exceeds the exercise price. Any compensation expense recorded is charged against operations over
the service period, which generally matches the option vesting period. No stock-based employee
compensation cost is recorded for the 52 weeks ended December 28, 2002, as all options granted under the
Company’s stock option plan had an exercise price equal to or greater than the market value of the
underlying Common stock on the grant date. The following table illustrates the effect on net loss and net
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

loss per share, if the Company had applied the fair value recognition provisions of FAS No. 123 to stock-
based employee compensation.

52 Weeks
Ended
December 28,
2002
Net loss, as reported . . . .. . e e $(233,744)
Total stock-based employee compensation expense determined under fair value-based
method, net of tax . . .. ... ... e (3,571)
Pro forma met 0SS . ... ... e e $(237,315)
Net loss per common share:
Basic and diluted, as reported . ... ... ... $ (5.86)
Basic and diluted, proforma .. ... .. ... ... . $  (5.95

Income taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and operating loss and tax
credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. A valuation allowance is provided against deferred tax assets
to the extent recoverability of the asset cannot be considered to be more likely than not.

In accordance with the principles of fresh start reporting, any future reduction of valuation allowances
established at the Effective Date will reduce goodwill established at the Effective Date or, if such goodwill
has been reduced to zero, increase capital in excess of par value.

Foreign currency translation

The assets and liabilities of the Company’s foreign subsidiaries, which have a functional currency
other than the U.S. dollar, are translated into U. S. dollars at the rates of exchange as at the balance sheet
date, and revenue and expenses are translated at the average rates of exchange for the periods of
operation. The net gains or losses arising from the translations are included in stockholders’ equity as a
component of accumulated other comprehensive income in the consolidated statement of stockholders’

equity.

Change in fiscal year

On March 6, 2002, the Board of Directors of the Company approved a change in the Company’s fiscal
year end from December 31 to the Saturday nearest to December 31 in each year (whether before or after
such date). This change is effective for fiscal year 2002, which ended on December 28, 2002.
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In connection with the change in fiscal year end, the Company also realigned its fiscal quarters. In
fiscal 2002, the first, second and fourth fiscal quarters each consisted of 12 weeks and the third fiscal
quarter consisted of 16 weeks.

In order to cause the fourth fiscal quarter to end on the same day as the fiscal year, as described
above, the fourth fiscal quarter will consist of 13 weeks in certain years.

Comparibility

Certain comparative amounts have been reclassified to conform to the presentation adopted in the
current year.

Recent accounting standards

In June 2001, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial
Accounting Standards No. 143, “Accounting for Asset Retirement Obligations” (“FAS No. 143”). FAS
No. 143 addresses financial accounting and reporting for obligations associated with the retirement of
tangible long-lived assets and the associated asset retirement costs. FAS No. 143 requires that the fair value
of a liability for an asset retirement obligation be recognized in the period in which it is incurred if a
reasonable estimate of fair value can be made. The associated asset retirement costs are capitalized as part
of the carrying amount of the long-lived asset. FAS No. 143 is effective for financial statements issued for
fiscal years beginning after June 15, 2002, with early application encouraged. The Company believes that
the adoption of FAS No. 143 will have no material impact on its financial condition or results
of operations.

In April 2002, the FASB issued Statement of Financial Accounting Standards No. 145, “Rescission of
FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13 and Technical Corrections”
(“FAS No. 145”). As a result of the rescission of Statement of Financial Accounting Standards No. 4
and 64, gains and losses from extinguishments of debt are to be accounted for under the provisions of
Accounting Principles Board Opinion No. 30, “Reporting the Results of Operations — Reporting the
Effect of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring
Events and Transactions.” FAS No. 145 also rescinds Statement of Financial Accounting Standards No. 44,
“Accounting for Intangible Assets of Motor Carriers.” FAS No. 145 amends Statement of Financial
Accounting Standards No. 13, “Accounting for Leases,” to eliminate an inconsistency between the required
accounting for sale-leaseback transactions and the required accounting for certain lease modifications that
have economic effects that are similar to sale-leaseback transactions. FAS No. 145 also amends other
existing authoritative pronouncements to make various technical corrections, clarify meanings or describe
their applicability under changed conditions. FAS No. 145 is effective for fiscal years beginning after
May 15, 2002. The Company believes that the adoption of FAS No. 145 will have no material impact on its
financial condition or results of operations.

In June 2002, the FASB issued Statement of Financial Accounting Standards No. 146, “Accounting for
Costs Associated with Exit or Disposal Activities” (“FAS No. 146”). FAS No. 146 addresses financial
accounting and reporting for costs associated with exit or disposal activities and nullifies Emerging Issues
Task Force Issue No. 94-3, “Liability Recognition for Certain Employee Termination Benefits and Other
Costs to Exit an Activity (including Certain Costs Incurred in a Restructuring).” FAS No. 146 requires that
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a liability for a cost associated with an exit or disposal activity be recognized when the liability is incurred.
FAS No. 146 also establishes that fair value is the objective for initial measurement of the liability.
FAS No. 146 is effective for exit or disposal activities that are initiated after December 31, 2002. The
Company believes that on adoption, FAS No. 146 will have no material impact on its financial condition or
results of operations.

In November 2002, the FASB issued FASB Interpretation No. 45, “Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, an
interpretation of FASB Statements No. 5, 57 and 107 and Rescission of FASB Interpretation No. 34”
(“FIN No. 45”). FIN No. 45 clarifies the requirements of Statement of Financial Accounting Standards
No. 5, “Accounting for Contingencies,” relating to the guarantor’s accounting for, and disclosure of, the
issuance of certain types of guarantees. The disclosure provisions of FIN No. 45 are effective for financial
statements of interim or annual periods that end after December 15, 2002. The provisions of FIN No. 45
for initial recognition and measurement are effective on a prospective basis for guarantees that are issued
or modified after December 31, 2002, irrespective of a guarantor’s year-end. The Company has considered
the disclosure requirements of FIN No. 45 in the preparation of these consolidated financial statements.
The Company does not currently believe that it has outstanding instruments that, if they had been subject
to the measurement provisions of FIN No. 45, would have materially impacted its reported financial
condition or results of operations.

In December 2002, the FASB issued FAS No. 148. FAS No. 148 provides alternative methods of
transition for a voluntary change to the fair value-based method of accounting for stock-based employee
compensation. In addition, FAS No. 148 amends the disclosure requirements of FAS No. 123 to require
prominent disclosures in both annual and interim financial statements about the method of accounting for
stock-based employee compensation and the effect of the method used on reported results. The Company
has adopted the disclosure provisions of FAS No. 148 and has presented the pro forma effects of FAS
No. 123 for the 52 weeks ended December 28, 2002.

In January 2003, the FASB issued FASB Interpretation No. 46 (“FIN No. 46”), “Consolidation of
Variable Interest Entities.” FIN No. 46 clarifies the application of Accounting Research Bulletin No. 51,
“Consolidated Financial Statements,” to certain entities in which equity investors do not have the
characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to
finance its activities without additional subordinated financial support from other parties. FIN No. 46
applies immediately to variable interest entities created after January 31, 2003, and to variable interest
entities in which an enterprise obtains an interest after that date. FIN No. 46 applies in the first fiscal year
or interim period beginning after June 15, 2003, to variable interest entities in which an enterprise holds a
variable interest that it acquired before February 1, 2003. FIN No. 46 applies to public enterprises as of the
beginning of the applicable interim or annual period. Although the Company is continuing to consider the
implications of FIN No. 46, it currently believes that the adoption of FIN No. 46 will have no material
impact on its financial condition or results of operations.
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NOTE 4. PRE-NEED FUNERAL ACTIVITIES

The balance in pre-need funeral contracts represents customer receivables, amounts due from trust
funds and third-party insurance companies related to unperformed, price-guaranteed, pre-need funeral
contracts. The components of pre-need funeral contracts in the consolidated balance sheets are as follows:

December 28, December 31,

2002 2001

Customer receivables ... ........................ $ 49592 $§ 52,486
Amounts receivable from funeral trusts ... ........... 373,561 373,715
Amounts receivable from third-party insurance

COMPANIES « v v v v e et e et et et e e e iien e e e 735,831 742,826
Allowance for contract cancellations and refunds .. ... .. (156,383)  (158,381)
Amounts receivable related to insurance policies in force

with subsidiary insurance company . ............... 155,733 120,346
Total value of pre-need funeral contracts . ............ 1,158,334 1,130,992

Less: amounts receivable related to insurance policies in

force with subsidiary insurance company .......... (155,733) (120,346)

Pre-need funeral contracts. . . . ... oot $1,002,601  $1,010,646

For pre-need funeral contract sales, an allowance for cancellations and refunds is provided at the date
of sale based on management’s best estimates and is offset by an allowance against deferred pre-need
funeral contract revenue.

The activities in deferred pre-need funeral contract revenue were as follows:

52 Weeks
Ended
December 28,
2002
Deferred pre-need funeral contract revenue:
Beginning balance . . . ... ... . e $1,018,236
Sales, net of cancellations . ............ ... ... .. ... ... 75,071
Maturities . . . ..o e e (95,812)
Net increase in insurance benefits from third party insurance
companies and deferred earnings realized on funeral
trust balances . . ... e e e 17,839
Change in cancellation reserve . ... ... ... .. i 540
Dispositions and other .. ........ .. ... ... . . L i, (19,093)
Ending balance . . .. ... $ 996,781

Amounts receivable from funeral trusts represents a portion of the proceeds from the sale of pre-need
funeral services, deposited in accordance with state and provincial trusting laws with various financial
institutions, together with accrued earnings. The Company will recognize and generally receive these
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NOTE 4. PRE-NEED FUNERAL ACTIVITIES (Continued)

amounts when the funeral service is performed. The cost and fair values (which are based on quoted
market prices of the underlying securities) of the amounts receivable from funeral trusts are as follows:

December 28, 2002 December 31, 2001

Cost Fair Value Cost Fair Value
Short-term investments . . . ... ..ot $148,147 $146,665 $153,585 $153,585
Fixed maturities . ... ........ ... .. ... 127,747 126,470 124,387 124,387
Equity securities . . .. .. ... . . 44,463 44,018 49,160 49,160
Other. . ... 53,203 52,671 46,583 46,583

$373,561 $369,825 $373,715 $373,715

It is not practicable to estimate the fair value of customer receivables, because of the large number of
individual contracts, which generally have terms of one to seven years and contractual or imputed interest
rates ranging from 9.00% to 12.75% per annum.

NQOTE 5. PRE-NEED CEMETERY ACTIVITIES
Pre-need cemetery contracts

The balance in pre-need cemetery contracts represents customer receivables for cemetery interment
rights, and cemetery merchandise and services, and amounts due from trust funds related to unfulfilled,
price-guaranteed, pre-need cemetery contracts. The components of pre-need cemetery contracts in the
consolidated balance sheets are as follows:

December 28, December 31,

2002 2601
Customer receivables . .. ... . $106,750 $137,912
Unearned finance income . . ...................... (9,945) (12,802)
Amounts receivable from cemetery trusts . .. .......... 376,327 387,418
Allowance for contract cancellations and refunds . ... ... (25,796) (31,556)

$447,336 $480,972

For pre-need cemetery contract sales, other than sales of pre-need cemetery interment rights, which
are recognized in accordance with FAS No. 66, an allowance for cancellations and refunds is provided at
the date of sale based on management’s best estimates and is offset by an allowance against deferred
pre-need cemetery contract revenue. For sales of pre-need cemetery interment rights, an allowance is
provided at the time of sale.
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The customer receivables as at December 28, 2002, are expected to mature as follows:

End of Fiscal Year

2003 . e $ 50,248
2004 . 29,541
2005 .. 15,269
2000 .. 6,631
2007 e 2,920
Thereafter . . ... o i e 2,141
Ending balance ........... ..o $106,750

The activities in deferred pre-need cemetery contract revenue were as follows:

52 Weeks Ended
December 28,

2002
Deferred pre-need cemetery contract revenue:

Beginning balance ... ........ .. . . . $350,884
Sales, net of cancellations . ............................ 87,136
Dispositions . ...... ... (22,276)
Maturities . . - oo et e e e (80,849)
Earnings realized on amounts receivable from cemetery trusts

and deferred .. ... ... ... .. .. ... e 5,196
Change in cancellation reserve . . ....... .. oo (3,258)
Ending balance .. ..... ...ttt $336,833

Amounts receivable from cemetery trusts represents a portion of the proceeds from the sale of
pre-need merchandise and services, deposited in accordance with state and provincial trusting laws with
various financial institutions, together with accrued earnings. The Company will recognize and generally
receive these amounts when the merchandise is delivered or service is performed. The cost and fair values
(which are based on quoted market prices of the underlying securities) of the amounts receivable from
cemetery trusts (net of taxes payable by the trusts) are as follows:

December 28, 2002 December 31, 2001

Cost Fair Value Cost Fair Value
Short-term investments . . .................. ..., $ 38,566 $ 37,200 $ 50,364 $ 50,364
Fixed maturities . .. .. ... . it i it it 210,197 202,751 228,577 228,577
Equity securities . . . ....... .. .. . 127,564 123,045 108,477 108,477

$376,327 $362,996 $387,418 $387,418
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It is not practicable to estimate the fair value of customer receivables, because of the large number of
individual contracts, which generally have terms of one to seven years and contractual or imputed interest
rates ranging from 9.00% to 12.75% per annum.

Perpetual care trusts

The perpetual care trust funds are not included in the Company’s consolidated balance sheets, as the
principal of these trusts cannot be withdrawn by the Company. The carrying value of the trust investments
was $274,443,000 and $259,520,000 at December 28, 2002, and December 31, 2001, respectively.

Investment earnings of perpetual care trust funds are recognized in cemetery revenue when realized
and are used to help defray the maintenance costs of cemeteries, which are expensed as incurred.

NOTE 6. LONG-TERM DEBT

Long-term debt consists of the following:

December 28, 2002 December 31, 2001
Parent Parent
Company Alderwoods Company Alderweods
Alderwoods Rose Hills Group Fair Alderwoods Rose Hills Group
Group Company Consolidated Values Group Company Consolidated
Credit facility (a) .. ....... $ — 3 — 3 — 3 — — 3 — 3 —
Bank credit agreement (b) . . . — 52,642 52,642 52,642 — 61,581 61,581
11.00% Senior secured notes
due in 2007 (c) ........ 235,000 — 235,000 234,413 250,000 — 250,000
9.50% Senior subordinated
notes due in 2004 (d) . ... — 77,800 77,800 72,800 — 76,800 76,800
12.25% Senior unsecured
notes due in 2004 (e) .. .. — — — — 49,599 — 49,599
12.25% Senior unsecured
notes due in 2009 (f) . ... 330,000 — 330,000 297,000 330,000 — 330,000

12.25% Convertible

subordinated notes due in

2012 (g) - 32,779 — 32,779 24,975 33,679 — 33,679
Promissory notes and

capitalized obligations,

certain of which are

secured by assets of certain

subsidiaries . .......... 30,240 1,209 31,449 31,449 32,251 1,738 33,989

628,019 131,651 759,670 713,279 695,529 140,119 835,648

Less, current maturities of
long-termdebt . .. ... ... 37,302 53,306 90,608 — 7,698 9,698 17,396

$590,717  $ 78,345  $669,062  $713,279 $687.831 $130,421  $818,252
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NQTE 6. LONG-TERM DEBT (Continued)

At December 28, 2002, the fair value of long-term debt was estimated based on quoted market prices,
where applicable, and discounted future cash flows of each instrument at rates for similar debt instruments
of comparable maturities. At December 31, 2001, the long-term debt carrying values were equal to their
fair values, as a result of the application of fresh start reporting.

(a)

(b)

On January 2, 2002, the Company entered into an exit financing facility (the “Credit Facility”).
The Credit Facility has a maximum availability of the lesser of $75,000,000 (including $35,000,000
in the form of letters of credit) or an amount (determined pursuant to a borrowing base
calculation) equal to the sum of (a) 80% of eligible accounts receivable plus (b) the lesser of
(1) 50% of the value of eligible inventory and (ii) $15,000,000 plus (c) the lesser of (i) 25% of the
book value of real property on which the collateral agent for the lenders has a first priority
mortgage and (ii) $40,000,000. The Credit Facility is used primarily to fund the Company’s
working capital needs and as more fully described below, may be used to repay the subsidiary
credit agreement described below, and bears interest at a rate per annum equal to the
J.P. Morgan Chase & Co. prime rate (1.5625% at December 28, 2002), plus 1% or, at the
Company’s option, LIBOR (1.4% at December 28, 2002), plus 2.5%. A fee of 2.5% is charged on
letters of credit and a commitment fee of 0.50% is charged on the unused portion of the Credit
Facility. Material covenants include a requirement to maintain a minimum tangible net worth,
required earnings before interest, taxes, and depreciation and amortization to a fixed charge
coverage ratio, and a yearly maximum on capital expenditures. The Credit Facility is secured by
specified real property, and substantially all personal property of the Company and specified
subsidiaries.

On November 14, 2002, the expiry date of the Credit Facility was extended to January 2, 2004. On
February 14, 2003, the terms of the Credit Facility were further amended to allow the Company
to draw up to $30,000,000 (the “Rose Hills Special Advance”) from the Credit Facility for the
purpose of assisting in the repayment of the principal amount of $52,642,000 outstanding under
Rose Hills” bank credit agreement (as discussed below in (b)). In addition, the amendment
provided that while any amount under the Rose Hills Special Advance is outstanding, the
Company requires lender approval to borrow any other amount from the Credit Facility, the
aggregate amount outstanding under letters of credit may not exceed $14,000,000 and the Credit
Facility will be additionally secured by specified personal and real property of Rose Hills and its
subsidiaries. Also, on February 14, 2003, the expiry date of the Credit Facility was further
extended to April 30, 2004. As of December 28, 2002, the Company’s borrowing base was
approximately $70,074,000, less approximately $12,088,000 in outstanding letters of credit.

Subsidiary credit agreement which provides for (1) a senior secured amortization extended term
loan facility in an aggregate principal amount of $75,000,000, and (2) a senior secured revolving
credit facility in an aggregate principal amount of $10,000,000, which remains undrawn at
December 28, 2002. The subsidiary is required to maintain certain defined financial ratios and
there are restrictions on the payment of dividends to the Company. The credit agreement bears
interest, at the Company’s option, at the reference rate of the agent acting on behalf of the
financial institutions, plus 2%, or under a Eurodollar option, at a reserve adjusted Eurodollar
rate, plus 3%. As of December 28, 2002, interest was charged at a rate of 4.94% on outstanding
borrewings under the term loan facility. The Company pays a commitment fee of 0.50% on the
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NOTE 6. LONG-TERM DEBT (Continued)

unused portion of the revolving credit facility. The subsidiary credit agreement is payable, subject
to certain conditions, in the principal amount of approximately $26,321,000 in May 2003, and
approximately $26,321,000 in November 2003. The Company expects to use the Rose Hills
Special Advance to repay these amounts.

On January 2, 2002, the Company issued 11.00% Senior secured notes, due in 2007. Interest is
payable semi-annually on June 15 and December 15. The notes are secured by all personal
property (subject to certain restrictions) of the Company and specified subsidiaries, and specified
funeral home real property assets of the Company and specified subsidiaries, subordinated to the
security interests securing the Credit Facility. The notes are redeemable at any time at the option
of the Company at 100% of the stated principal amount, plus accrued and unpaid interest to (but
not including) the redemption date. Furthermore, the notes are subject to mandatory redemption
in the principal amount of $10,000,000, $20,000,000, $30,000,000, $40,000,000 and $135,000,000, if
such amounts are outstanding on January 2, 2003, January 2, 2004, January 3, 2005, January 2,
2006 and January 2, 2007, respectively. On July 25, 2002, the Company completed an optional
redemption of $15,000,000 in principal amount, plus accrued interest and, on January 2, 2003,
completed a mandatory redemption of $10,000,000 in principal amount, plus accrued interest.

The indenture for the subsidiary 9.5% Senior subordinated notes, due November 15, 2004, with
an effective annual interest rate of 11.13%, limits the subsidiary’s payment of dividends and
repurchase of its common stock, and includes certain other restrictions and limitations on its
indebtedness. Interest is payable semi-annually. The security for the notes is subordinate to the
prior claims of the bank credit agreement described in note (b), above. The carrying amount is
net of an unamortized discount of $2,200,000 (2001 — $3,200,000).

On January 2, 2002, the Company issued 12.25% Senior unsecured notes, due in 2004. Interest
was payable semi-annually commencing on June 15, 2002. On April 26, 2002, the notes were
redeemed for a total redemption price of $49,599,000, plus accrued interest to (but not including)
April 26, 2002.

On January 2, 2002, the Company issued 12.25% Senior unsecured notes, due in 2009. Interest is
payable semi-annually on March 15 and September 15. The notes are redeemable on and after
January 2, 2005, at the option of the Company, in whole or in part, at a price equal to 106.25% of
the stated principal amount if redeemed from January 2, 2005 to January 1, 2006, at a price equal
to 103.125% of the stated principal amount if redeemed from January 2, 2006 to January 1, 2007
and at a price equal to 100% of the stated principal amount if redeemed on or after January 2,
2007, plus accrued and unpaid interest to (but not including) the applicable redemption date.

On January 2, 2002, the Company issued 12.25% Convertible subordinated notes, due in 2012,
with an effective annual interest rate of 8.6%. Interest is payable semi-annually on March 15 and
September 15. The notes are convertible at the holder’s option at any time into the Company’s
Common stock at an initial conversion rate of $17.17 per share, adjusted for subsequent
dividends, stock splits and issuance of rights, options and warrants. At December 28, 2002, the
conversion rate was $17.17 per share. The carrying amount includes unamortized premium of
$8,100,000 (2001 — $9,001,000). The notes are redeemable at the option of the Company, in
whole or in part, at 100% of the stated principal amount, plus accrued and unpaid interest to (but
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not including) the applicable redemption date, provided however, that prior to January 2, 2004,
the Company may not optionally redeem the notes unless the then-market price of the
Company’s Common stock is at least 15% greater than the then-applicable conversion price.

|
NOTE 6. LONG-TERM DEBT (Continued)

The Credit Facility, 11% Senior secured notes due in 2007, 12.25% Senior unsecured notes due in
2009, and 12.25% Convertible subordinated notes due in 2012, are guaranteed by substantially all of
Alderwoods Group’s wholly-owned U.S. subsidiaries, other than Rose Hills and its subsidiaries, except as
contemplated by the amended Credit Facility as a result of the Rose Hills Special Advance, Alderwoods
Group’s insurance subsidiaries and other specified excluded subsidiaries. Alderwoods Group, the parent
company, has no independent assets or operations, and the guarantees of its guarantor subsidiaries are full
and unconditional, and joint and several. There are no cross-guarantees of debt between the Company and
Rose Hills or its subsidiaries, except as contemplated by the amended Credit Facility as a result of the Rose
Hills Special Advance.

In certain change of control situations, the Company is required to make an offer to purchase the
then-outstanding 11% Senior unsecured notes due in 2007 and 12.25% Convertible subordinated notes
due in 2012, at a price equal to 100% of their stated principal amount, and for the 12.25% Senior
unsecured notes due in 2009, at a price equal to 101% of their stated principal amount, plus in each case,
accrued and unpaid interest to the applicable repurchase date.

The Credit Facility and the indentures governing the 11% Senior unsecured notes due in 2007,
12.25% Senior unsecured notes due in 2009 and 12.25% Convertible subordinated notes due in 2012
prohibit the Company from consummating certain asset sales unless: (a) consideration at least equal to fair
market value is received; and (b) except with respect to specified assets, not less than 75% of the
consideration for the asset sale is paid in cash. Within 270 days of the receipt of net proceeds from any
such asset sale, the Company will be obligated to apply such net proceeds at its option (or as otherwise
required) as follows: (a) to pay the Credit Facility and permanently reduce commitments with respect
thereto, or (b) to make capital expenditures or acquisitions of other assets in the same line of business as
the Company or specified subsidiaries or businesses related thereto. To the extent the Company receives
net proceeds from any such asset sale not applied in accordance with the immediately preceding sentence
in excess of certain thresholds, the Company must offer to purchase 11% Senior unsecured notes due in
2007, 12.25% Senior unsecured notes due in 2009 or 12.25% Convertible subordinated notes due in 2012
(in that order) with such excess proceeds.

Material covenants under the indentures governing the 11% Senior unsecured notes due in 2007,
12.25% Senior unsecured notes due in 2009 and 12.25% Convertible subordinated notes due in 2012
include restrictions placed on the Company and specified subsidiaries to incur additional indebtedness, pay
dividends, repay subordinate or junior indebtedness, and encumber property or assets.
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NQOTE 6. LONG-TERM DEBT (Continued)

Maturities of long-term debt principal are as follows:

End of
Fiscal Year
2003 . e $ 90,608
2004 . . e e 91,190
2005 . . e 34,190
2000 . . . 42,463
2007 . o o 137,164
Thereafter . ... . e 358,155
$753,770

NQOTE 7. INSURANCE ACTIVITIES

At December 28, 2002, the fair value of insurance operation investments classified as available-for-
sale were based on quoted market prices. The carrying values of cash and short-term investments and
other investments approximate their fair values, due to their short-term to maturity. At December 31,
2001, insurance operation investments were recorded at fair value as a result of the application of fresh
start reporting. Fixed maturity securities are classified as available-for-sale and carried at fair value.
Investments in debt securities are evaluated for other than temporary impairments. Other than temporary
impairment is reflected in current period income as a realized loss. It is possible that a significant change in
economic conditions in the near term could result in losses that could be significant to the Company.
Insurance invested assets carrying and fair values consist of the following:

December 28, December 31,

2002 2001

Available-for-sale

Debt securities:
U.S. Treasury and other Government obligations . ... § 59,814 $ 36,579
U.S. state and political subdivisions. . ............ 13,316 22,575
COTPOrate . . .. .ov et 151,263 143,776
Totalbonds. ......... ... . 224,393 202,930
Collaterized mortgages . . .. .......... ... .. 73,730 94,301
Mortgaged-backed .. ......... .. ... L 61,487 22,503
Asset-backed .. ..., ... .. 17,788 6,012
Total availablefor-sale . . . .......... ... ........ 377,398 325,746
Cash and short-term investments . . . . ............... 23,596 9,096
Other ... . . 4,419 4,955

$405,413 $339,797

During the 52 weeks ended December 28, 2002, insurance investments classified as available-for-sale
with a cost of $238,969,000 were sold for proceeds of $241,708,000, resulting in $5,258,000 and $2,519,000
of realized gains and losses, respectively.
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NOTE 7. INSURANCE ACTIVITIES (Continued)

Included in the fair value of insurance investments classified as available-for-sale are $23,410,000 and
$188,000 of unrealized gains and losses, respectively.

Maturities of fixed maturity securities, excluding mortgage-backed securities, collateralized mortgage
obligations and asset-backed obligations are estimated as follows:

December 28, December 31,

2002 2001
Dueinoneyearorless. .............vuiuennnne.. $ 334 $ 3,316
Dueinonetofiveyears . ..........c..vvivo... 57,142 47,909
Dueinfivetotenyears ...........coviieuneen... 69,157 61,521
Thereafter ... ... . e 97,760 90,184

$224,393 $202,930

NQTE 8. STOCKHOLDERS’ EQUITY
Capital stock

The Company is authorized to issue 10,000,000 shares of preferred stock, with a par value of $0.01 per
share. No shares of preferred stock were issued as of December 28, 2002, or December 31, 2001.

The Company is authorized to issue 100,000,000 shares of Common stock, with a par value of $0.01
per share. The Company has 179,428 shares of Common stock held in reserve, but unissued, for possible
future issuance in connection with certain class 11 claims under the Plan. During the 52 weeks ended
December 28, 2002, the Company issued 62,401 shares of Common stock, with an aggregate par value of
$624 and capital in excess of par value of $758,000. Pursuant to the Plan, the Company issued 39,878,870
shares of Common stock, with an aggregate par value of $398,789 and capital in excess of par value of
$738,953,000, on the Effective Date.

In addition, warrants to purchase 2,992,000 shares of Common stock were issued on the Effective
Date. The warrants entitle the holders to purchase, at any time up to January 2, 2007, shares of Common
stock at an exercise price of $25.76 per share. The exercise price of the warrants exceeded the fair value of
the Company’s Common stock on the date of issuance and throughout the 52 weeks ended December 28,
2002, and none of the warrants have been exercised.

Stockholder rights plan

On March 6, 2002, Alderwoods Group’s Board of Directors (“Board of Directors”) adopted a
short-term stockholder rights plan (“Stockholder Rights Plan™). The Stockholder Rights Plan, which has
an 18-month term, was not established in response to any pending takeover bid for the Company. In
connection with the Stockholder Rights Plan, the Board of Directors, on March 6, 2002, declared a
dividend distribution of one right for each share of Common stock. The Company also entered into a rights
agreement (“Rights Agreement”), dated as of March 6, 2002, with Wells Fargo Bank, Minnesota, National
Association (“Wells Fargo™), whereby Wells Fargo agreed to act as rights agent. The Rights Agreement
and a summary description of the rights are available as an exhibit to the Company’s report on Form 8-K
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NOTE 8. STOCKHOLDERS’ EQUITY (Centinued)

filed with the SEC on March 13, 2002. The Rights Amendment will expire in September 2003, and no
extension or renewal is presently contemplated by the Company.

Stock option plans

On January 2, 2002, the Company implemented the 2002 Equity and Performance Incentive Plan (the
“Equity Incentive Plan”). The Company’s Board of Directors (or a committee thereof) may determine the
awards to be granted under the Equity Incentive Plan. The Equity Incentive Plan provides for grants of
stock options, restricted stock, deferred shares and other typical equity incentive awards to the employees
and members of the Company’s Board of Directors. A total of 4,500,000 shares of Common stock are
available for issuance in satisfaction of awards under the Equity Incentive Plan. Stock options are granted
with an exercise price equal to the stock’s fair market value at the date of grant. Except in certain cases,
stock options have 3-year terms and vest at a rate of 25% on the first, 25% on the second and 50% on the
third anniversaries of the date of grant.

The following is a summary of the total number of outstanding stock options and the maximum
number of stock options available for grant:

Weighted
Outstanding  Average Exercise Available
Options Price for Grant
(thousands) (dollars per (thousands)
Common share)
Balance at December 31,2001 .. ..................... — — 4,500
Granted. . . ... .. e 3,730 $11.20 (3,730) B
Exercised . ... ... — — —
Cancelled . ........ . . .. . (260) 12.90 260
Additional shares reserved for issuance ................. — — —
Balance at December 28,2002 .. .. ... . 3,470 $11.07 1,030

The following table summarizes information about stock options outstanding at December 28, 2002:

Weighted-
Average Weighted- Weighted-
Number Remaining Average Exercise Number Average Exercise
Range of Exercise Prices Outstanding  Contractual Life Price Exercisable Price
(dollars per Common share) (thousands) (in years) (dollars per (thousands) (dollars per
Common share) Common share)
$5.97—8%759 ............ 1,305 9.49 $ 7.50 275 7.59
$7.60 —$13.23 ........... 2,165 9.15 $13.23 @é $13.23
3,470 9.28 $11.07 ﬂg $11.22

FAS No. 123 requires disclosure of pro forma amounts to reflect the impact as if the Company had
elected to adopt the optional fair value expense recognition provisions of FAS No. 123 for its stock option
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NQTE 8. STOCKHOLDERS’ EQUITY (Continued)

plans. Accordingly, the Company’s net loss and loss per Common share would have been increased to the
pro forma amounts indicated below for the 52 weeks ended December 28, 2002:

Net loss:
ASTepOrted . o o vt $(233,744)
Proforma,netof tax . ............ ..t $(237,315)

(dellars per
Common share)

Basic and diluted loss:
ASTEPOTted . . ot e $(5.86)
Proforma ... ... $(5.95)

The fair value of stock options used to compute the pro forma net loss and loss per Common share
disclosures was calculated as of the grant date, using the Black-Scholes option-pricing model with the
following assumptions:

December 28,

Weighted-average assumptions 2002

Dividend yield . . ... ... 0.0%
Expected volatility . ... ... ... . 32.9%
Risk-free interest rate . . . .. v vttt i e e e e 3.1%
Expected option life inyears. . ....... ... ... . . 3

The weighted average fair value of the Company’s stock options, calculated using the Black-Scholes
option-pricing model, granted during the 52 weeks ended December 28, 2002, was $2.93 per option.

The Black-Scholes option-pricing model was developed for use in estimating the fair value of traded
options that have no vesting restrictions and are fully transferable. In addition, option-pricing models
require the input of highly subjective assumptions, including the expected price volatility and option life.
The expected option life is based on the Predecessor’s historical experience as well as the vesting periods
and terms of the stock options. The Company uses expected volatility rates, which are based on a
combination of the Company’s historical volatility rates, plus the historical volatility rates of other
companies in the death care industry, trended into future years. Changes in the subjective input
assumptions can materially affect the fair value estimate, and therefore the existing models do not
necessarily provide a reliable single measure of the fair value of the Company’s stock options.

NOTE 9. LEGAL CONTINGENCIES

The Loewen Group Inc. et al. v. The United States of America

In October 1998, the Predecessor and Raymond L. Loewen, the then-Chairman and Chief Executive
Officer of the Predecessor, filed a claim against the United States government for damages under the
arbitration provisions of the North American Free Trade Agreement (“NAFTA”). The claimants contend
that they were damaged as a result of breaches by the United States of its obligations under NAFTA in
connection with certain litigation in the State of Mississippi entitled O’Keefe vs. The Loewen Group Inc.
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NOTE 9. LEGAL CONTINGENCIES (Continued)

Specifically, the plaintiffs allege that they were subjected to discrimination, a denial of justice, a denial of
the fair and equitable treatment and full protection and security guaranteed by NAFTA and an
uncompensated expropriation, all in violation of NAFTA. The NAFTA claims are currently the subject of a
pending proceeding before an arbitration panel (the “Arbitration Tribunal”) appointed pursuant to the
rules of the International Centre for Settlement of Investment Disputes. In January 2001, the Arbitration
Tribunal issued a ruling rejecting certain of the U.S. government’s jurisdictional chailenges and scheduled a
hearing on the merits of the NAFTA claims, held on October 15-19, 2001. A motion relating to the
jurisdiction of this matter was heard on June 5, 2002. The matter is now pending before the Arbitration
Tribunal.

Pursuant to the Plan, the Predecessor, through a series of transactions, transferred to the Company all
of its assets, excluding legal title to the NAFTA claims, and transferred to the Company the right to any
and all proceeds from the NAFTA claims. In addition, pursuant to the Plan, an undivided 25% interest in
the proceeds, if any, of the NAFTA claims as such proceeds may be adjusted as a result of the arbitration
contemplated by the letter agreement between the Predecessor and Raymond L. Loewen, dated May 27,
1999 (the “NAFTA Arbitration Agreement”), less (a) any amounts payable under paragraph 3 of the
NAFTA Arbitration Agreement and (b) any amounts payable pursuant to the contingency fee letter
agreement between Jones, Day, Reavis & Pogue and the Predecessor, dated July 25, 2000, was transferred
to a liquidating trust for the benefit of creditors of the Predecessor. Although the Company believes that
these actions should not affect the NAFTA claims, the government of the United States, respondent in the
NAFTA proceeding, has asserted that these actions have divested the Arbitration Tribunal of jurisdiction
over some or all of the claims. The Company does not believe that it is possible at this time to predict the
final outcome of this proceeding or to establish a reasonable estimate of the damages, if any, that may be
awarded, or the proceeds, if any, that may be received in respect of the NAFTA claims.

Other

The Company is a party to other legal proceedings in the ordinary course of its business, but does not
expect the outcome of any other proceedings, individually or in the aggregate, to have a material adverse
effect on the Company’s financial position, results of operations or liquidity.

NOTE 16, COMMITMENTS AND CONTINGENCIES

Leases

The future annual payments for operating leases with terms greater than one year, primarily for
premises, automobiles and office equipment, are as follows:

End of Fiscal Year

Premises  Automobiles Other Total
2003 . . $10,833 $2,142 $581 $13,556
2004 .. .. 9,602 1,784 411 11,797
2005 .. e 6,876 783 348 8,007
2006 .. . . 4,822 392 310 5,524
2007 . o 3,402 139 29 3,570
Thereafter ... ... ... ... ... .. ....... 19,641 — 19 19,660
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NQOTE 18. COMMITMENTS AND CONTINGENCIES (Centinued)

In addition to the automobile leases noted in the table above, as at December 28, 2002, the Company
leased approximately 1,100 vehicles under a master operating lease agreement, which has a minimum lease
term of 12 months. The Company’s practice is to continue these leases on a month-to-month basis after the
expiry of the minimum lease term. Lease payments for these vehicles are projected to be $7,734,000
in 2003.

Total expense incurred under all operating leases for the 52 weeks ended December 28, 2002, was
$23,829,000.

Environmenial contingencies and liabilities

The Company’s operations are subject to numerous environmental laws, regulations and guidelines
adopted by various governmental authorities in the jurisdictions in which the Company operates. On a
continuing basis, the Company’s business practices are designed to assess and evaluate environmental risk
and, when necessary, conduct appropriate corrective measures. Liabilities are recorded when known or
considered probable and reasonably estimable.

The Company provides for environmental liabilities using its best estimates. Actual environmental
liabilities could differ significantly from these estimates.

NOTE 11. RETIREMENT PLANS

The Company has a 401(K) Retirement Savings Plan for United States employees who may defer
between 2% and 75% of their eligible compensation. The Company will match 100% of employee
contributions to a maximum of 2% of employees’ eligible compensation. There are no required future
contributions under this plan in respect of past service.

The Company has a Registered Retirement Savings Plan for Canadian employees who may contribute
either 3% or 5% of their compensation which is matched by an equal contribution to the plan by the
Company on behalf of employees. There are no required future contributions under this plan in respect of
past service.

The Company’s total expense for these retirement plans for the 52 weeks ended December 28, 2002,
was approximately $2,255,000.

NQTE 12. INCOME TAXES

The provision or benefit for income taxes included United States federal income taxes, determined on
a consolidated return basis, foreign, state and local income taxes.
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Loss before income taxes was as follows:

52 Weeks
Ended
December 28,
2002
United States . . . o v e $(238,609)
FOreign . . oo 9,825
$(228,784)
Income tax provision (recovery) consisted of the following:
52 Weeks
Ended
December 28,
2001
Current:
United States .. ... $ (405)
Foreign . .. ... e (221)
State and local . ... ... ... . . ... 3,951
3,325
Deferred:
United States . .. ..o i e e e e 1,675
FOTCIgN . . o (40)
1,635
Total provision . . . .. ... e $4,960

The Company made income tax payments of $10,910,000, excluding income tax refunds of $8,251,000,

during the 52 weeks ended December 28, 2002.

The difference between the U.S. federal statutory income tax rate and the effective tax rate was

as follows:

52 Weeks
Ended
December 28,
2002
U.S. Federal statutory tax rate ... ..........ouuuvminnnnrnnn. (35.00%
State and local taxes. .. ....... ... .. i 1.7
Non-deductible goodwill impairment ... ............... . ....... 37.1
Change in valuation allowance on deferred tax assets . . ............ 2.7
Other . ... (4.3)
Effective income tax rate . ......... ... 22 %
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NOTE 12. INCOME TAXES (Continued)

The tax effects of temporary differences that give rise to significant deferred tax assets and liabilities
are as follows:

December 28, December 31,

2002 2001
Deferred tax liabilities

Receivables. . . ..o oo i $ 35437 $ —
Property and equipment ....................... 74,604 56,938
Pre-need funeral contracts . . .................... 370,741 212,207
Pre-need cemetery contracts .................... 48,897 66,977
Insurance invested assets . ... ........ ... 8,236 —
Goodwill . ... . .. 8,016 —
Other . ... e 3,433 3,930

Total deferred tax liabilities . .................. 519,364 340,052

Deferred tax assets

INVENtOTIES . v . v ittt i e e e e e — 1,222
Cemetery property . ....... ... 76,529 92,274
Receivables. . .. ... .. — 20,222
Accounts payable and accrued liabilities . ........... 11,762 17,283
Deferred pre-need funeral contract revenue . ........ 374,368 215,333
Deferred pre-need cemetery contract revenue . . . . . . .. 142,506 140,206
Legal settlements . .............. ... ... ....... — 6,901
Insurance invested assets . .. ......... ... — 3,790
Insurance policy liabilities .. .................... 12,055 12,445
Covenants not tocompete ... .........c. ..o, 13,134 15,994
Deferred agency costs . ... ... .. i 30,946 36,734
Deferred costs related to pre-need funeral contracts . . . 6,186 6,607
Operating and capital loss carryforwards. . ... ....... 206,519 40,758
Other . ... e 19,308 11,115

Total deferred tax assets before valuation allowance . . 893,313 620,884

Valuation allowance . . ....... ..., (391,045)  (289,582)

Total deferred tax assets after valuation allowance . . . 502,268 331,302

Net deferred tax liabilities . ................... $ 17096 $§ 8,750

Although realization of the Company’s net deferred tax assets is not assured, management believes
that it is more likely than not that reversals of deferred tax liabilities and the expected profitability of the
Company’s insurance operations over the next 15 years will provide sufficient taxable income to realize the
deferred tax assets after consideration of the valuation allowance. It is possible that the estimated valuation
allowance could change in the near term due to matters such as the timing and manner of reversals of
deferred tax liabilities, sales of operations and future income or loss. If this occurs, any resulting increase in
the valuation allowance would generally be treated as an additional income tax expense in the period in

75




ALDERWOODS GROUP INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars except per share amounts)

NOTE 12. INCOME TAXES (Continued)

which it arises, while any resulting decrease reflecting realization of the benefits of tax assets that had a
corresponding valuation allowance established on the Effective Date would be treated as a reduction of
goodwill established on the Effective Date, with any excess over the value assigned to such goodwill
recognized as a capital transaction.

As a result of the Company’s emergence from bankruptcy, all federal net operating loss carryforwards
of the Company generated prior to emergence and during fiscal 2002, have been eliminated. As a result,
the Company’s net operating loss carryforwards pertaining to State, local, and foreign jurisdictions will
expire as follows:

End of
Fiscal Year
2003 L $ 2,845
2004 L e 10,189
20005 24,586
2000 . . e 19,076
2007 . e e 12,595
Thereafter . . . ... . 352,960
$422,251

The amount of loss carryforwards reflects the Company’s best estimate of the effects that the
confirmation and implementation of the Plan will have on the reduction and in some cases elimination of
certain net operating loss carryforwards for income tax purposes. These amounts are subject to final
determination by taxation authorities. Further, the Company expects its ability to utilize certain net
operating losses to offset future Company taxable income in any particular year may be limited because
distribution of the Company’s Common stock to the Company’s creditors pursuant to the Plan has resulted
in an ownership change as defined in Section 382 of the Internal Revenue Code. The Company believes
that uncertainty exists with respect to future realization of the loss carryforwards and a full valuation
allowance has been established for the net operating loss carryforwards.

Deferred tax liabilities are not recognized for basis differences related to investments in foreign
subsidiaries that are essentially permanent in duration.

Goodwill that is expected to be deductible for tax purposes at December 28, 2002 is $124,854,000
(2001 — $141,729,000).
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NOTE 13. CHANGES IN OTHER NON-CASH BALANCES

Supplemental disclosures related to the statement of cash flows consist of the following:

52 Weeks
Ended
December 28,
2002
Decrease (increase) in assets:
Receivables, net of allowances
Trade ... .o $ 2,398
Other ... ... 4,296
INVENTOTIES .+ o o e e e e e e e e e e 4,413
Prepaid eXpenses . ... ... ...t e 1,148
Pre-need funeral contracts . . . ... ..., 5,095
Pre-need cemetery contracts ... ...t 18,086
Cemetery Property .. ... ..ottt e (10,140)
Otherassets . ... i (6,559)
Increase (decrease) in liabilities:
Accounts payable and accrued liabilities . . .. .................. (20,428)
Deferred pre-need funeral contract revenue .. ................. (13,896)
Deferred pre-need cemetery cOntract Ievenue . . ... ............. 7,123
Other labilities. . . ... ... . . (3,426)
Insurance policy liabilities . ......... .. ... ... ... ... ... ... 2,226
Other changes in non-cash balances . .. ........... ... ... .. (4,481)
$(14,145)
Supplemental information:
Interest paid . .. ..o it $ 74,300
Income taxes paid, netof refunds .. .......... .. ... .. .. ... .. 2,659
Bad debtexpense . ...... ... i i e e 5,978
Non-cash investing and financing activities:
Stock issued in connection with Predecessor’s key employee
retention plan ... ... L e 262
Stock issued as compensation in lieu of cash . .. .............. 496
Capital leases entered Into . . ... ... oo 839
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NOTE 14. SUPPLEMENTARY FINANCIAL INFORMATION

A summary of certain balance sheet accounts is as follows:

Receivables, net of allowances:
Customer receivables. . . ......... ... .. .. ......

Cemetery property:
Developed land and lawn crypts . . . ...............
Undevelopedland . ...........................
Mausoleums . ...... ... ... . ..

Property and equipment:
Land ....... ..
Buildings and improvements ....................
Automobiles . ... .
Furniture, fixtures and equipment ................
Computer hardware and software. . ...............
Accumulated depreciation and amortization . ........

Other assets:
Intangible assets . ... ....... ... .. ... . ... . ...
Notesreceivable .. ....... ... ... . . ... . ... ...

Accounts payable and accrued liabilities:
Trade payables . .......... . ... ... .. ... ...
Interest ....... .. .. L
Accrued liabilities ... ... ... ... . oo oL
Accrued inSUTanCe . . . .. ... .. i
Accrued 1aXes . . . ..o i e
Reorganization costs . .. ........... ...
Other.. ... ... .. . .
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December 28,

December 31,

2002 2001
$ 62,377  $ 81,202
(9,961)  (26,291)
13,580 19,041
$ 6599  $ 73,952
$ 45,162  $ 48,531
31,795 30,939
73,254 72,297
$150,211  $151,767
$195575  $195,620
382,979 378,754
16,451 15,128
43,700 38,705
11,472 9,028
(29,962) —
$620215  $637,235
$ 29922 $ 29,485
3,767 7,237
10,269 37,783
$ 43,958  $ 74,505
$ 24280  $ 17,902
15,597 4,085
38,560 25,970
13,635 11,165
33,595 33,367
26,289 57,104
11,839 35,833
$163,795  $185,426
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(Tabular amounts expressed in thousands of dollars except per share amoumnts)

NOTE 14. SUPPLEMENTARY FINANCIAL INFORMATION (Continued)

December 28, December 31,

2002 2001
Other liabilities:
Perpetual care liability . .. ........ ... ... ... ... $ 13,085 $ 18,421
Notespayable . ....... ... ... ... 6,921 25,311
Other . .. e 4,354 —

$ 24,360 $ 43,732

Reorganization costs activity:

Beginning balance . . . ........ .. $ 57,104 $ —
Additions or adjustments . . ... ... ... e 7,594 57,104
Payments ........... .. .. . . i (38,409) —
Endingbalance . .......... ... . ... ... $ 26,289 $ 57,104

NOTE 15. GOODWILL

FAS No. 142 requires that goodwill be reviewed for impairment annually, as well as upon the
occurrence of certain events that would more likely than not reduce the fair value of a reporting unit below
its carrying amount. Under FAS No. 142, goodwill impairment is deemed to exist, and must then be further
assessed, if a reporting unit’s carrying amount exceeds its estimated fair value. The Company’s reporting
units are funeral, cemetery and insurance, which are consistent with the Company’s operating segments.
All of the Company’s goodwill is recorded in the funeral reporting unit. In accordance with FAS No. 142,
the Company undertook its annual goodwill impairment review during the 16 weeks ended October 5,
2002, and, as a result, a goodwill impairment provision of $242,204,000 for the funeral reporting unit was
recorded for the 52 weeks ended December 28, 2002. In calculating the goodwill impairment provision, the
fair value of the funeral reporting unit was determined by independent advisors using a discounted cash
flow valuation methodology with a discount rate, comparable with other enterprises in the death care
industry, adjusted for risks associated with differences in company size, certain characteristics specific to
the Company and cash flow projection risk. The methods used to fair value the identifiable assets and
liabilities were consistent with the methods used at “fresh start.”

The funeral reporting unit goodwill impairment provision was primarily the result of a reduction of
the projected financial results used in the valuation of the funeral reporting unit compared to those used
during the reorganization process and the determination of reorganization value as set forth in the Plan.
The financial projections were reduced principally due to actual 2002 operating results. The lower
valuation was also affected by the decline in the economy generally, as well as the decline in funeral
industry-specific market values.
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NOTE 15. GOODWILL (Ceontinued)

The changes in the carrying amount of goodwill for the 52 weeks ended December 28, 2002, are as
follows:

Funeral
Reporting Unit
Balance, as of January 1, 2002. . ... ... ... .. ... ... ... $ 565,838
Goodwill acquired during the period . . . ...... ... ... ... ... ... 1,181
Other, primarily adjustments to fresh start reporting amounts . . .. ... 10,964
Provision for impairment . ......... .. .. ... (242,204)
Balance, as of December 28,2002 . . ... .. o i $ 335,779

NOTE 16. SEGMENT REPORTING

The Company’s reportable segments are comprised of the three businesses it operates, each of which
offers different products and services: funeral homes, cemeteries and insurance (see Note 1).

The Company sells primarily to external customers, though any intersegment sales or transfers occur
at market price. The Company evaluates performance based on income from operations of the respective
businesses.

Funeral Cemetery Insurance Other Consolidated

Revenue earned from external sales:

52 weeks ended December 28, 2002 . ... § 530,562 $182,839 $120,052 § — § 833,453
Earnings (loss) from operations:

52 weeks ended December 28,2002 . ... § (137,231) $ 10,546 § 20,965 $(43,188) $ (148,908)
Depreciation and amortization:

52 weeks ended December 28,2002 .... $ 26467 $ 1468 $ 388 $ 1978 § 43519
Total assets:

December 28,2002 ................ $1,877,336  $769,659 $442,617 §$ 80,437 $3,170,049

December 31,2001 ................ 2,214,514 750,896 382,970 154,723 3,503,103
Goodwill:

December 28,2002 ................ $ 335,779 $ — 3% — 3 — $ 335779

December 31,2001 ................ 565,838 § — § — 3 — 565,838

Purchase of property and equipment:

52 weeks ended December 28,2002 .... § 21,022 $ 1,125 § 286 $ 1,880 § 24313
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NOTE 16. SEGMENT REPORTING (Continued)

The following tabie reconciles earnings from operations of reportable segments to total earnings (loss)
and identifies the components of “Other” segment earnings from operations:

52 Weeks

Ended
December 28,

2002
Loss from operations of funeral, cemetery and insurance segments . ... $(105,720)

Other expenses of operations:

General and administrative expenses .. ...................... (43,188)
Total loss from operations. . . ...t $(148,908)

The following table reconciles total assets of reportable segments and details the components of
“QOther” segment assets, which is mainly comprised of corporate assets:

December 28, December 31,
2002 2001

Total assets of funeral, cemetery and insurance segments .. $3,089,612  $3,348,380

“Other” assets includes:

Cash ... .. 37,158 89,288
Receivables. . . ... .. i e 8,331 11,486
Prepaid expenses. . ... .. 21,040 22,271
Property and equipment . ........... ... ... ..... 6,895 9,545
Other . .. e e 7,013 22,133

$3,170,049  $3,503,103
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NOTE 16. SEGMENT REPORTING (Continued)

The Company operates principally in the United States and also has operations in Canada and the
United Kingdom. The following tables depict the revenue earned and the long-lived assets held in the
reportable geographic segments.

52 Weeks Ended
December 28, 2002

Revenue:
United States ... ..ot $772,992
Canada . . ... ..o e e 48,475
United Kingdom and other ... ................ ... .... 11,986
$833,453
December 28, December 31,
2002 2001
Property and equipment and cemetery property:
United States . . ... i $699,062 $719,558
Canada. . ...... ... e 67,416 66,807
United Kingdom and other . .................... 3,948 2,637

$770,426 $789,002

NOTE 17. IMPAIRMENT OF ASSETS

In accordance with Statement of Financial Accounting Standards No. 144, “Accounting for the
Impairment or Disposal of Long-Lived Assets” (“FAS No. 144”), the Company reviews its long-lived assets
for impairment when changes in circumstances indicate that the carrying amount of the asset may not be
recoverable. FAS No. 144 requires that long-lived assets to be held and used be recorded at the lower of
carrying amount or fair value. Long-lived assets to be disposed of are to be recorded at the lower of
carrying amount or fair value, less estimated cost to sell.

During the 52 weeks ended December 28, 2002, the Company identified eight additional funeral
homes and 36 additional cemeteries as probable for sale, but not sold as at December 28, 2002, as they do
not meet the Company’s future geographic and strategic objectives. In addition, of the remaining funeral
homes and cemeteries that were previously identified by the Predecessor as probable for sale during its
reorganization proceedings, 14 funeral homes and 26 cemeteries either had signed agreements for sale or
were being negotiated for sale at December 28, 2002. The carrying amount of these 22 funeral homes and
62 cemeteries was approximately $20,088,000, and the fair market value, less estimated costs to sell, was
approximately $16,805,000. The fair market value was determined by specific offer or bid, or an estimate
based on comparable recent sales transactions. As a result, a pre-tax long-lived asset impairment provision
of $3,283,000 was recorded during the 52 weeks ended December 28, 2002. These funeral homes had
revenues and costs of $3,828,000 and $4,423,000, respectively, and these cemeteries had revenues and costs
of $11,702,000 and $12,926,000, respectively, for the 52 weeks ended December 28, 2002.
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NOTE 17. IMPAIRMENT OF ASSETS (Continued)

The asset impairment provision was based on management estimates. As a result, actual results could
differ significantly from these estimates.

NOTE 18. LOSS PER SHARE

The basic and diluted loss per share computations for net loss were as follows:

52 Weeks
Ended
December 28,
2002
Loss (numerator):
Net loss attributable to Common stockholders . ... ............... $(233,744)
Shares (denominator):
Basic and diluted weighted average number of shares of Common
stock outstanding (thousands). ............. ... .. ... .. ... 39,916

Employee and director stock options to purchase 3,470,000 shares of Common stock, and shares
reserved for issuance pursuant to the 12.25% Convertible subordinated notes, due in 2012, were not
included in the computation of diluted loss per share, because they were anti-dilutive.
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NOTE 19. FRESH START REPORTING ADJUSTMENTS

The Predecessor’s balance sheet, the effects of the debt discharge, the effects of fresh start reporting
and other adjustments, the acquisition of Rose Hills and resulting fresh start balance sheet of the Company
at December 31, 2001, are presented below.

December 31, 2001
Adjustments to Record Confirmation of the Plan

Fresh start
Debt and other Acquisition of Alderwoods
Predecessor discharge (b) adjustments (¢) Rose Hills (d) Group, Inc.

ASSETS
Current assets
Cash and cash equivalents . .. . ... ......... $ 257492 § (163,570)(a) $ $ 7,639 $ 101,561
Receivables, net of allowances . .. .......... 62,613 (1,471) 12,810 73,952
INVENLOTIES . . . . v v v i e e e 30,300 (4,004) 939 27,235
Other .. ...... ... .. ... ... . . ... 22,607 738 23,345
373,012 (163,570) (5,475) 22,126 226,093
Pre-need funeral contracts (f) . .............. 361,004 476,306 173,336 1,010,646
Pre-need cemetery contracts . . .. ... ... . ... .. 466,102 (2,208) 17,078 480,972
Cemetery property (f) . ... ............ ... . 704,077 (588,388) 36,078 151,767
Property and equipment . .. ............... 624,321 (70,860) 83,774 637,235
Insurance invested assets . . . ............... 338,762 1,035 339,797
Deferred tax assets . . . .. ................. 478 7,640 8,132 16,250
Names and reputations . .. ................ 559,299 (559,299) —
Goodwill (8) . .. .......... ... ... .. ... .. — 498,453 67,385 565,838
Other assets . . . .. v v v v i it e 52,249 19,721 2,535 74,505

$ 3,479,304 § (163,570) § (223,075) $410,444 $3,503,103

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities

Accounts payable and accrued liabilities . . . . . .. $ 173348 3 (827) $ (125) $ 13,030 $ 185,426
Current maturities of long-term debt . . . . .. ... 13,125 (688) (4,739) 9,698 17,396
186,473 (1,515) (4,864) 22,728 202,822

Long-termdebt . . ...................... 35,193 663,278 (10,640) 130,421 818,252
Deferred pre-need funeral contract revenue (f) . . . . 432,106 414,075 172,055 1,018,236
Deferred pre-need cemetery contract revenue (f) . . . 782,317 (440,299) 8,866 350,884
Insurance policy liabilities . . ............... 270,409 34,416 304,825
Deferred tax liabilities . . . ... ... ........... 1,845 18,528 4,627 25,000
Other liabilities . . .. .......... ... ... ... 231,500 (234,439) (25,076) 71,747 43,732
1,939,843 427,324 (13,860) 410,444 2,763,751

Liabilities subject to compromise . ... ... ... ... 2,289,202 (2,289,202) —
4,229,045 (1,861,878) (13,860) 410,444 2,763,751

Stockholders’ equity

Preferredstock (g) . ... ... ... ..... ... 157,144 (157,144) —
Common stock (g) . . .. .............. ... 1,302,819 399 (1,302,819) 399
Capital in excessof parvalue . . ... ... . ... .. — 738,953 738,953
Deficit (g) . .. ... i (2,190,784) 058,956 1,231,828 —
Accumulated other comprehensive loss . . . ... .. (18,920) 18,920 —

(749,741) 1,698,308 (209,215) — 739,352

$3,479304 $ (163,570)  § (223,075)  $410,444  $3,503,103

(a) Reflects the payment at emergence of (i) payments pursuant to the Plan, and (ii) payments of administrative and convenience
claims. Such amounts include amounts placed on deposit with a disbursement agent for distribution to creditors.
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NOTE 19. FRESH START REPORTING ADJUSTMENTS (Continued)

(b) Reflects the distribution of a combination of cash, new debt, Warrants and Common Stock pursuant to the Plan in respect of
certain claims.

(c) Reflects the write off of the excess of cost over the net assets acquired in previous acquisitions and adjustments of the
Predecessor’s identifiable assets to fair value in accordance with fresh start reporting.

(d) Reflects the consolidation of Rose Hills as a result of its acquisition by the Company in satisfaction of certain administrative
claims pursuant to the Plan.

(e) Reflects the reorganization value in excess of amounts allocable to identifiable assets in accordance with fresh start reporting.

(f) Reflects in the fresh start and other adjustments the adoption of accounting policies and presentation adopted by the Company,
which affected certain assets and liabilities approximately as follows: pre-need funeral contracts $490 million and deferred
pre-need funeral contract revenue $500 million; cemetery property $23 million and deferred pre-need cemetery contract revenue
$108 million.

{g) Reflects the establishment of Alderwoods Group’s stockholders’ equity based on the value of Common Stock and Warrants
issued pursuant to the Plan.

NOTE 20. QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly financial data is as follows:

First Second Third Fourth
Quarter Quarter Quarter Quarter
52 Weeks Ended December 28, 2002:
Revenue. ........couuuuu.o.. $199,641 $189,593 $240,525 $203,694
Grossprofit . ............ ... ... 42,563 35,766 26,445 34,993
Net income (loss) ... ............ 7,111 1,703 (254,215) 11,657
Basic and diluted income (loss) per
Common share (in dollars) . ... .. $ 018 $§ 004 § (637) $ 029

NOTE 21. SUBSEQUENT EVENTS

On January 2, 2003, the Company completed a mandatory redemption of $10,000,000 in principal
amount, plus accrued interest, of its 11.00% Senior secured notes, due in 2007.

On February 14, 2003, the terms of the Credit Facility were amended to allow the Company to draw
up to $30,000,000 from the Credit Facility for the purpose of assisting in the repayment of the principal
amount of $52,642,000 outstanding under Rose Hills’ bank credit agreement. In addition, the amendment
provided that while any amount under the Rose Hills Special Advance is outstanding, the Company
requires lender approval to borrow any other amount from the Credit Facility, the aggregate amount
outstanding under letters of credit may not exceed $14,000,000 and the Credit facility will be additionally
secured by specified real property of Rose Hills. Also, on February 14, 2003, the expiry date of the Credit
Facility was extended to April 30, 2004.

In February 2003, the Company identified two additional funeral homes and 16 additional cemeteries
with net assets of approximately $14,466,000, as probable for sale, as they do not meet the Company’s
future geographic and strategic objectives. The Company has not yet determined the estimated proceeds
from the expected sale of these funeral homes and cemeteries.
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The new name and identity reflects the
characteristics of the Alderwoods Group.
The name was selected based on in-depth
consumer research because it suggests
tranquility and peacefulness. The identity
is graphically designed to communicate

a financially sound ang socially sensitive
organization with a new vision for the
business going forward.

Shareholders are invited to attend the
Company's Annual General Meeting
to be held on:

Thursday May 01, 2003 at 10:30 a.m.
Hilten Cincinnati Netherland Plaza
Cincinnati, Ohio
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Financials

This Annual Summary contains financial
highlights only. Complete financial
statements, along with accompanying
notes and Management Discussion and
Analysis, are included in the Alderwoods
Group Form 10-K. If this Annual Summary
is not accompanied by a Form 10-K,

it can be found on the Company website
www.alderwoods.com or by contacting:
Investor Relations Department,
Alderwoods Group, Inc.

2225 Sheppard Avenus East, Suite 1100,
Toronto, Ontario, M2J 8C2
1.877.707.7100



revenue sources 2 O O 2

] funeral - 64%
D cemetery - 22%

O insurance - 14%

the year i summary

Operations

Fiscal 2002 brought many new challenges

and opportunities for Alderwoods Group, Inc.

as we worked to raise a brand new Company

on fully rebuilt and greatly reinforced foundations.
Among our most important achievements

for the year, we count;

» launching our Seamless Service program
to simplify the decision making process
for funeral and cemetery arrangements

e creating an effective market management
structure to support our customer-care employees
and maximize synergies in our operations

e empowering our employees through better
training and development programs

¢ adopting a unigue and powerful approach
to death care merchandising

= gathering our best practices into detailed
procedure manuals to ensure delivery of
consistent, high-quality standards

» establishing strict environmental, safety
and financial standards to ensure
regulatory compliance

* establishing visual identity and marketing
standards for all locations

52 weeks ended December 28
{thousands US$) (except per share amount)

2002
Revenues $ 833,453
Gross margin 139,767
Net loss (233,744)
Basic and diluted loss per Common share  (5.86)
Cash and cash equivalents 46,112
Total assets 3,170,049
Total long-term debt 759,670
Stockholders’ equity 523,402
Cash flow from operations 68,684
Funeral calls 142,400
Funeral call average (3$) 3,726

Financial

fn 2002, the Company focused on stabilizing its
core business operations and reducing debt, while
maintaining stable cash flow for operating purposes.
Further financial highlights include:

e repayment of $82.5 million of long-term debt
e increasing pre-need production to over $250 million

s investing more than $24 million in our facilities
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John Lacey, Chairman of the Board

On January 2, 2002, Alderwoods Group, Inc. was launched pursuant to the
Plan of Reorganization of The Loewen Group, Inc. The new organization carries
forward the assets and operations of its predecessor, while emerging with

a restructured financial base.

This Annual Summary, therefore, should be read from the perspective of
a first-year corporation, one with a substantial business franchise and quality

physical assets, but also one challenged by sizeable and expensive debt.
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Paul Houston, with whom | have been associated for many years, was appointed President and
Chief Executive Officer in December of 1999. Together we have worked long and hard to close the
Chapter 11 proceedings, and emerge as Alderwoods Group. We accepted the challenge with fuli
knowledge of the hurdles that lay before us. We did it for the same reasons — we believe that
Alderwoods Group represents over time, an opportunity to generate consistent, long-term returns for our
stakeholders, and we saw it as a chance to help bring material change to the very face of this industry.
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our Board

We are fortunate to have attracted a talented and diverse group to our Board of Directors. We believe
that we have a well-balanced Board which brings to the Company a wealth of experience and a broad
range of knowledge and skills. Each Board member has taken orientation programs in order to better
understand the nuances of our businesses and our markets. The directors also travel, meet and
converse with management routinely.

Our directors are leaders with sound judgment and business acumen, who have demonstrated
a commitmeant to the corporation and its business strategies.
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Corporate governance

The Board of Directors has exercised diligent oversight of the business affairs of the Company.

Each member strongly supports stringent corporate governance policies and procedures.

All of our Board Committees have their own charter, which states clearly, in detail, its areas of
responsibility and accountability to both the organization and our shareholders. The Board’s early
adoption of governance guidelines has subsequently been, and will continue to be, adjusted to achieve
compliance with the Sarbanes-Oxley Act of 2002, as well as any new directives put forward by the
Securities and Exchange Commission and NASDAQ, where the Alderwoods Group stock is listed.

Cenfidence going forward

There is a firm resolve from our Board of Directors and our executive group to manage and grow

our business profitably. The whole Alderwoods Group team understands the challenges our industry
faces. We have attracted a number of talented corporate leaders who come to the table with solid
exposure to specialty businesses. That exposure helps them understand how today's consumers think.
Their experience, together with the strength of the corporation’s line management — the men and
women who manage our funeral homes and cemeteries on a day-to-day basis — creates a powerful
combination. As a result of their hard work and dedication this past year, we are well positioned to
move forward in 2003 1o meet the challenges ahead of us.

Our commitment to our shareholders is based on the belief that together we have a great
opportunity to build on our first year's results.

John Lacey

Chairman of the Board of Directors
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Paul Houston, President and CEQ
Fiscal 2002 was a year of both significant change and progress for Alderwoods Group, Inc.

On January 2, 2002 we announced our launch and emerged as a viable entity, following a
long and difficult journey through the bankruptcy process. We are proud of what we have

achieved to date, but understand that we still have challenges in front of us.

Our focus during the past year was to stabilize
our core business operations in order to regain
credibility as a public company. This could only be
done with the continued dedication of our 9,500
employees who have served their customer
families with the same professionalism that has
made them leaders within their communities.

We have taken significant strides to fulfill our
mission of becoming the superior provider of
seamiess funeral service in North America,
and we are working hard to become a leader
in the industry.

New strategic emphasis

In the past, consolidation in the death care industry
had been driven by the assumption that growth
and profitability were multiples of the number of
operating units. History has demonstrated the error
of this strategy. In this respect our management’s
approach to growth is very different. Our strategy
is to focus on growth by ensuring that each
individual business unit is maximizing its financial
performance, while meeting the rigorous standards
of the Company.

Over the past year we have continued to deal with
complex creditor issues, resolving the overhang

of pre-emergence lawsuits and cleaning up a very
cumbersome corporate structure, while introducing
the Company to its new stakeholders. These
residual effects of the emergence plan have
consumed much of our senior management's
collective time and energy, but we now feel that
the worst is behind us. In 2003, the majority of
our time will be focused on the rebuilding efforts
that we began last year.

Discipline to cash
management

Our history has dictated that the Company make
cash management a priority. In 2002, our strong
operating cash flow and sale of non-strategic
locations both contributed to our generation of cash.

One of our strategic goals this past year was to

improve the financial condition of the Company by
reducing our debt levels. As of the beginning of the
fiscal year, our overall debt level was $835.6 million.



We are very pleased that during 2002 we

repaid $82.5 million of our long-term debt, or
approximately 10%. We are committed to continuing
the process of aggressively de-leveraging our
balance sheet in the years ahead.

Assetl management

During the past year, one of our major challenges
was to consolidate operating control of our assets.
Prior to emergence, we were managing over 1200
separate legal entities and a significant number

of partnerships. Virtually all regional partnerships
have now been eliminated and the number of
legal entities has been reduced to fewer than 300.

Throughout the reorganization process, the
Company engaged in a strategic rationalization
program to dispose of operating locations that

did not fit into our long-term business plans,

either geographically or financially. Going forward
we will continue to assess the markets where we
have a presence, and to evaluate the long-term
potential of each location. Operations that do not
meet the strategic criteria and long-term objectives
of the Company will be divested. We are, however,
investing in our business for the future. During
2002, we invested over $24 million of capital

for the refurbishing and building of funeral homes
and combinations that we have identified as
opportunities for future growth.

2002

total debt outstanding

{millicns US$)

850
Operational 20 N\
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Our greatest strengths remain our N
people and our network of funeral 760 |
homes and cemeteries across North ‘
America with market concentration ‘
in regions that offer good opportunity 739 ]
for future growth. Our businesses \
have a long, proud history within 700 1
their communities, and have built ‘; § f “;
enormous equity in the value of their 3£5°¢
service to those communities. 52 °¢

Due in part to these strong community ties,
we have had a successful year maintaining our
call volumes despite an unusually soft market.
We believe that we can continue to outperform
in the markets in which we operate, if we work
diligently to meet our objectives.

One of our early changes was the implementation
of a market management structure. This structure
results in all of our locations within a geographic
area being managed by a market general manager.
The benefit of this has been to ensure maximum
co-operation between facilities so we can serve
families better. It is also expected to create
opportunities for expense synergies within each
market. This concept, we believe, contributed

to our success in 2002, and we will continue

1o refine this structure as we move forward.
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Ross Caradonna
Executive Vice President,
Chief Information Officer

Cameron Duff
Senior Vice President,
Corporate Development

We have also made significant progress towards
ensuring regulatory compliance throughout our
network. We have invested considerable resources
in our trust management area to ensure that

our internal processes meet the standards

of all federal, state and provincial laws.

A~ ] LIS : L ;.’,f'
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The North American death care industry has
remained virtually unchanged for the past 100 years.
The families that we serve today, however, have
increasingly different expectations from those of the
past. The challenge for the Company’s management
will be to meet those changing expectations at

the local level, while continuing to benefit from the
advantages of operating a national business.

Our industry research has shown us that consumer
trends and attitudes are now changing rapidly.
Today's retail customers expect more: a large
selection; honest advice; fair and open pricing;

and the freedom to make their own decisions
based on full disclosure. The realization of these

Objectives for 2003

O Continue to reduce debt

0 Focus on core operations

Ellen Neeman
Senior Vice President,
Legal and Compliance, Corporate Secretary

Richard Scully
Senior Vice President,
Sales and Marketing

trends has prompted us to introduce the concept of
Seamless Service. This concept allows us to fulfill the
wishes of the families we serve, and to provide
for their funeral and cemetery needs as seamlessly,
and as compassionately, as possible.

The transition we are seeing within the industry
has also led us to new opportunities for expanded
product and service offerings, which will ultimately
help us grow our business.

Of course, we need the right team in place to
execute our business plans. This past year we have
completed the management team restructuring

to include leaders with significant consumer-based
experience. We now believe that we have the
right people in place at all levels of the organization,
and we will continug to provide them with the
tools and training they need to be successful.

But, we must ensure that the corporate culture
we are creating is ready to meet these new
challenges. It is the responsibility of our senior
management team to lead the men and women

of Alderwoods Group through the excitement

and the rewards of change.

O Strategically develop key markets
O Build a solid foundation to grow market share




Ken Sloan
Executive Vice President,
Chief Financial Officer

As an organization, we have made a commitment
to become the industry leader by providing the
highest standards of customer service. To
consistently deliver on this commitment means
every employee must understand and embrace
service excellence. There is only one way to
achieve that degree of consistency - by setting
meaningful standards, then measuring each
person in the organization against them.

We have already begun to meet that challenge.
Many of the standards are already in place. Training
programs are being written and some are already
in the field. A common pricing schedule, for both
products and services, has been completed and

is now being rolled out across North America.
More meaningful communications tools are being
designed with the help of the people who deal
most directly with the families we serve.

Whers ws go from heare
Now that we have our first year behind us, we want
to manage our business more strategically than it
had been in the past. We will achieve our strategic
goals by focusing on organizational development
through the use of information technology, and

by continuing to rationalize our assets. Ultimately
we see an organization providing consistent,
high-quality services to our families based on

a common set of consumer-driven value standards
and clear accountability.

What all this suggests is that there are still
changes to come. Changes in how we adapt our
business to respond to consumer trends. Changes
in how we enhance the customer experience.
Changes in the balance between the strength

of our local brands and the concept of a national
brand. And many others.

In the section immediately following my letter,

you will see that there are three key foundations
of the business that we continue to build on to
reach our goals. We now have the people in place
to help form the structure. Our operations team
with its extensive industry experience, balanced
with the broad consumer-based experience of

our management team, will provide the framework
10 build on these foundations. :

In closing, | would like to thank the Board of
Directors for its unflinching support for where
we are headed, and our employees throughout
the organization, for their patience in the past
and their courage as we head into the future.

LA

Paul Houston
President and Chief Executive Officer
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rebuilding our fou

The year 2002 was filled with many challenges and opportunities for Alderwoods Group, Inc.
We had the opportunity to essentially build a brand new company - constructed on the same
footprint, but with fully rebuilt and greatly reinforced, foundations.

These foundations were built on four fundamental principles:

o the modern consumer expects a highly e our employees are the heart of our business
personalized funeral service and seamless

o disciplined financial management is essential
arrangements

o our core values of integrity, creativity, These principles helped to guide our actions in the
teamwork, compassion and communication year 2002 and they continue to form the basis of
must guide our business everything we do as we prepare for the future.

The families that we serve

To ensure continued success in the communities where we operate, the Company
created a support framework for our team of customer-care employees - the funeral

arrangers, counselors and other professionals who interact directly with our families.

This framework has been designed with many Seamless Service:

different elernents, but with the ultimate goal of a customer oriented approach
empowering our employees to provide superior

service to the families that we serve. But the At an emotionally difficult time in their lives, families
needs and wishes of our families are evolving and faced with making funeral arrangements may feel
we need to evolve with them. Today each family overwhelmed by the choices and decisions thrust
wants to celebrate the life of its loved one in upon them. They are unlikely to be familiar with the
their own unique way. We need to offer them options that are available to them, and may, therefore,
a complete suite of services to simplify their feel vulnerable. Our goal is to make this process
decision-making and help them understand the as easy as possible and to simplify the decision
choices available to them. To respond to these making for them. Seamless Service allows each
changes, Alderwoods Group established the family we serve to make complete arrangements

concept of Seamless Service.



the families that we serve \
|

dations

our finances

for their visitation, funeral service, burial or
cremation, after-service gathering and for preserving
their memories, all at one time and in one
convenient place. In addition to developing an
easily understood price list and Funeral Planning
Guide, Alderwoods Group is now providing

a comprehensive suite of funeral service options.
The response to this approach has been very
positive, and the families that we serve appreciate
the quality and convenience of these services.

Enhanced training and
employee development

As we developed the Seamless Service concept,
we realized that if our customer-care employees
were familiar with both the funeral home and

h e

-

\

—
I .
|

.

that they have the understanding and experience
required to serve their families with the highest
standards of excellence.

A new approach to funeral
service merchandising

The traditional process of making a selection from
a room full of open caskets is a less-than-enjoyable
experience for the customer, as well as an inefficient
use of business resources. Alderwoods Group

has developed a new and attractive approach to
offering products such as caskets, urns, funeral
stationery, floral arrangements and keepsakes.
This new approach displays merchandise in a more
comfortable retail format and centers attention

on celebrating the life of the loved one. This

cemetery aspects of our
operations, their families
would experience further
convenience in making their

approach has received
extremely positive
CONSUMEr response

in our test locations.

our operations

arrangements. Accordingly,

e e P PRUTI  y SIS S U
A PROMISE TO OUR FAMILIES. ..
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Families say that they
appreciate the welcoming

we deve|oped training e mcknoneba e e oo ket pin s b g et s e shn
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programs that empower

funeral directors and service i e ey

The Yisition

counselors to offer a full
range of products and
services customized to our

envircnment in which
the items are displayed,
and have embraced the
opportunity to celebrate
P their loved ones’ lives

families’ complete needs
and preferences. Our training team is continually
assessing the requirements of both the industry
and our customer-care employees to ensure

with customized touches.
This new display concept broadens the scope
of products and services that we offer, which
will again ensure the families’ ability to complete
their arrangements in one convenient location.

ALDERWOODS GROUP, INC. ANNUAL SUMMARY 2002




Ron Collins

Vice President, Operations,
Northeast U.S.A. & Canada

Buddy Mayes
Vice President, Operations,
Southeastern U.S.A.

Our Operations

Shawn Phillips
Vice President, Operations,
Western U.S A.

Aaron Shipper
President,

To maximize synergies and to build a working team environment, Alderwoods Group has

divided the North American markets in which we operate into three geographic regions:
Western U.S.A., Southern U.S.A. and Northeast U.S.A./Canada.

Market structure

Each region is led by a Vice President, Operations,
who in turn is supported by Regional and Market
General Managers responsible for groups of
locations within each geographic area. These
individuals are experienced managers who possess
both the industry experience and leadership
qualities needed to inspire and deliver excellence.
These markets are defined so that locations

can share resources and personnel to maximize
service 1o our families, share work experiences
and finally to reduce operating expenses.

Operations managers and the locations they serve
are assisted by three support centers located in
Cincinnati, Ohio; Toronto, Ontario; and Vancouver,
British Columbia. These support centers provide
consolidated services such as purchasing,
accounting, information technology, legal services,
accounts receivable collection, marketing and
human resources. These offices take care of the
“behind the scenes” functions, in order to ensure
that our customer-care employees are able to focus
on the needs of their communities and families.

Improved technology-based
support for operations

" A significant development in 2002 was the

creation of a long-term Information Technology
plan for the Company. Once implemented, this
will greatly improve productivity and consistency
in all areas of our operations and will bring
together all of our business data so that it can
be accessed by all employees.

Alderwoods Group has made a significant
investment in improving our collection of important
operating data and returning it to our locations

in the form of intelligence that can be applied

to improving operating results. This reporting
strategy provides operations managers with useable
insights into revenues, contract completions, cash
management and more. We will soon be adding
human resources information to this database,
which will allow our operations managers to
fine-tune their training requirements and help
develop career paths for their employees.

Mayflower National Life insurance




Clearly defined operating
procedures and
organizational policies

By adopting a best-practices business model,

the Company has been able to develop detailed
procedures for offering highly professional and
consistent death care services. With the launch

of Alderwoods Group in January 2002, the
Company introduced a standardized set of policy
and procedure manuals throughout the organization.
In addition to sharing best practices, these detailed
procedures allow us to state with confidence,

that our employees know the degree of integrity
and professionalism we expect from them and
that they understand how to achieve it.

Creating a brand

At Alderwoods Group, we believe that the strength
and depth of our corporate network endows our
locations with advantages that the independent
operator cannot match. We also believe that

not being completely open with our families about
the true ownership of our businesses would

be inconsistent with our core value of integrity.

Therefore, in 2002 we began merging our local
funeral homes' identities with the Alderwoods
Group identity through interior and exterior
signage that identifies our locations as members
of the Alderwoods Group and proclaims our
guiding vision, mission and values.

o

We have also developed a branding
and marketing strategy, and have
consolidated and standardized

our advertising functions and
marketing materials. This gives

our locations the advantage of
professionally designed, consistent
marketing and merchandising
materials which are ready to use.
Along with these marketing
initiatives, we launched a new
program in 2002 centered on
design and construction standards  [©

Our Mission
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to provide a consistent corporate

image for all our new facilities. We have built

our first location based on this concept in
Bloomington, Indiana and have a number of other
locations under development that are expected
t0 be completed over the next two years.

Regulatory compliance

Alderwoods Group has established a strict set

of environmental, safety and procedural standards
that our locations are required to follow. Regular
auditing encourages compliance and ensures that
we can quickly identify and promptly correct any
deficiencies that may be found. As a result of
vigilance and sustained effort, we have already
achieved substantially complete compliance with
the regulations that govern our operations.

ALDERWOODS GROUP, INC. ANNUAL SUMMARY 2002




Cur Finances

During 2002, the Company focused on stabilizing its core business operations

and reducing debt, while maintaining stable cash flow for operating purposes.

Reducing our debt

One of our strategic initiatives in 2002 was to
de-leverage our balance sheet and rebuild investor
confidence in the Company. In 2002, we not

only kept pace with current financial obligations,
but also repaid $82.5 million of total debt. This
represents a reduction of approximately 10%

to close the year at $759.7 million. Of our debt
reduction, almost 80% were optional payments at
the Company’s discretion, versus mandatory or
scheduled payments. This reflects our continued
confidence in the ability of the business to generate
positive cash flow as we go forward. Aggressively
de-leveraging our balance sheet in the years
ahead will remain a top priority.

Operational perspective

In fiscal 2002, Alderwoods Group reported
consolidated revenue of $833.5 million. Funeral
revenue was $530.6 million representing 64%

of total revenues. The Company performed
approximately 142,400 funeral services in the year,
down 0.3% on a same site basis for the year,
however, we believe we still outperformed the
market. Average revenue per call was up 1.5%

to $3,726. Cametery revenue was $182.8 million,
representing 22% of total revenues for the period.
The Company's insurance operations, which sell

a variety of life insurance products, including

the funding of pre-arranged funerals, generated
revenue of $120.1 million, representing 14%

of total revenue for the year.

The Company successfully re-launched its pre-need
sales program in 2001 and continued to refine its
approach in 2002. As a result, we were pleased

to see a sizeable increase in pre-need sales to over
$250 million, which was ahead of expectations.

Going forward, the Company believes that there
are further opportunities for cost reductions in

G & A, especially those that can be positively
impacted by synergies created through a market
operating strategy.

Market rationalization
and expansion

With our primary focus now on growing the
operations of the business, we plan to continually
assess the markets in which we operate for
long-term potential and strategic fit. Over time
the Company expects to dispose of locations
that do not fit into its overall business strategy.

During the past fiscal year, the Company sold or
closed 59 funeral homes, 31 cemeteries and three
combination units for net proceeds of approximately
$21.2 million. We also acquired seven funeral
homes in the United Kingdom for approximately
$0.9 million.

Setting our course for 2003

Fiscal 2002 was a year for strengthening the
foundations of our business. The many initiatives
launched last year will continue to develop and
mature in 2003. Improving our balance sheet,
aggressively growing at-need and pre-need
revenues, and continuing control of costs

remain top priorities.

We plan to transform our corporate culture,
creating a business environment that breeds
leading-edge thinking and energetic innovation.

We expect to increase our effectiveness through
the introduction of performance benchmarks
throughout the Company, and will continue our
investment in training and developing our people.



2002 financial highlights

(52 weeks ended December 28) (thousands US$, except per share amount}

Balance sheet Operations
Current assets $ 156,664 Funeral revenue $ 530,562
Pre-need funeral and Cemetery revenue 182,839

cemetery contracts 1,449,937 Insurance revenue 120,052
Cemetery property 150,211 Total operating revenue 833,453
Property and equipment 620,215 Funerzal costs 426,244
Insurance invested assets 405,413 Cemetery costs 168,355
Goodwill 335,779 Insurance costs 93,087
Other assets 51,830 Total operating costs and expenses 693,686
Total assets $ 3,170,049 Gross margin 139,767

- G & A expenses 43,188
Provisions for goodwill and

Current liabilities $ 254,403 asset impairment 245,487
Long-term debt 669,062 (Loss) from operations (148,908)
Deferred pre-need funeral and Interest, net of other income 79,876

cemetery contract revenue 1,333,614 {Loss) before income taxes (228,784)
Insurance policy liabilities 340,240 Income taxes 4,960
Other liabilities 49,328 Net (loss) $ (233,744)
Stockholders’ equity 523,402 _—
Total liabilities $ 3,170,049 Basic and diluted

- {loss) per Common share $ (5.86)

Cash flows
Cash flow from operations $ 68,684
Proceeds on disposition of assets and investments 21,229
Purchase of property and equipment and business acquisitions (25,214)
Net change of insurance invested assets (38,570}
Repayment of long-term debt, net of increases (81,578)
{Decrease) in cash and cash equivalents (55,449)
Cash and cash equivalents at the beginning of year 101,561
Cash and cash equivalents at end of year $ 46,112

Complete financial statements, along with accompanying notes and Management Discussion and Analysis are included in the Alderwoods Group, (nc. Form 10-K.
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COrporate governance

Sound corporate governance is a core value of Alderwoods Group, Inc. Our Company

has been proactive in terms of its development and implementation of solid corporate

governance policies and practices which demand above all the independence, integrity

and effectiveness of its members of the Board of Directors and Committees.

Seven of the nine members of our Board of
Directors are independent. Our Board has three
standing committees namely, the Audit Committee,
the Compensation Committee and the Nominating
and Corporate Governance Committee. Each
Committee has a formal written charter and each
Committee Chairman is an independent Board
member. All members of the Compensation and
Audit Committees are independent and all our
Audit Committee members are financially literate.

Alderwoods Group operates within a comprehensive
plan of corporate governance for the purpose

of defining responsibilities, setting high standards
of professional and personal conduct and assuring

compliance with such responsibilities and standards.

We adopted a Code of Business Conduct following
our launch in January 2002. We require al!

employees, directors and officers of our Company to
adhere to the Code of Conduct and employees are
required to report any conduct that they believe, in
gocod faith, to be a violation of the Code of Conduct.

We regularly review our corporate governance
policies and practices and, like many other public
companies, are presently reviewing them in light
of recently enacted and proposed legal and stock
exchange requirements. Over the course of the
past year, the Board has compared our corporate
governance policies and practices to those
suggested by various groups or authorities active
in corporate governance, as well as the requirements
of the Sarbanes-Oxley Act of 2002 (“SOA") and
proposed newv listing standards of NASDAQ.

The Board of Directors has already adopted a
revised Code of Business Conduct and Ethics, which
incorporates the new legislative requirements

of the SOA and proposed NASDAQ rules. Some

of the new provisions included in this revised

Code of Business Conduct and Ethics are:

® procedures for the receipt, retention and treatment
of complaints received by the Company regarding
accounting and auditing matters

e a prohibition on retaliating against
whistleblowers

e requiring waivers or amendments involving
a director or officer to be approved by
our Nominating and Corporate Governance
Committee and disclosed to our stockholders

We have also reconstituted our Nominating and
Corporate Governance Committee and now all
members of this Committee are independent.

We expect to adopt further changes in the future
that the Board believes are the best corporate
governance policies and practices for us. In all
events, we will adopt on a timely basis, changes
appropriate to comply with Sarbanes-Oxley Act of
2002 and any new requirements of the Securities
and Exchange Commission and NASDAQ as such
new rules and requirements are finalized.

For more detailed information on our Audit,
Compensation and Nominating and Corporate
Governance Committee Charters as well as

our Code of Business Conduct and Ethics,

please visit our website at www.alderwoods.com.




board of directors

Alderwoods Group believes that sound corporate governance begins with the composition and
integrity of its Board of Directors. The Corporation’s Board is comprised of nine highly qualified people,
seven of whom are independent outside directors. Collectively, they bring a diverse, international
perspective and a wide range of experience to the Board. All three of the Board Committees

are chaired by one of its independent directors.

Lioyd E. Campbell*

Lloyd Campbell is the Managing Director and
Group Head of the Private Placement Group
at Rothschilds Inc. Prior to joining Rothschilds,
Mr. Campbell was a Managing Director

and Head of the Private Finance Group at
Credit Suisse First Boston (CSFB).

Anthony G. Eames®”

Anthony Eames currently runs A.G. Eames Consulting
following 35 years with the Coca-Cola Company.

From 1987 to 2001, Mr. Eames served as the President
and CEO of Coca-Cola Ltd., (Canada) after holding
many international postings.

Charles M. Elson'*

Charles Elson has been the Edgar S. Woolard Jr.
Professor of Corporate Governance at the University
of Delaware since August 2000 and "Of Counsel”
to Holland & Knight LLP since May 1995. From 1930
until 2001 Mr. Elson was Professor of Law at
Stetson University College of Law.

David R. Hilty™

David Hilty has served in various capacities with the
investment bank of Houlihan Lokey Howard & Zukin
since 1990. He is currently a Managing Director and
the Co-Head of Financial Restructuring in New York.

Paul A. Houston

Paul Houston is President and Chief Executive Officer
of Alderwoods Group, Inc. Prior to joining The Loewen
Group in 1999, he was President and Chief Executive
Officer of Scott's Restaurants Inc. and the President
and Chief Executive Officer of Black’s Photography.

Otlivia F. Kirtley™

Qilivia Kirtley is a Certified Public Accountant and
business strategy consultant following two years as the
Chair of the Board of the American Institute of Certified
Public Accountants (AICPA). Ms. Kirtley previously held
the position of Treasurer, Vice President and CFO of
Vermont American Corporation.

* Denotes Committee Chairman

1 Audit Committee

2 Nominating and Corporate Governance Committee
3 Compensation Committee

John S. Lacey

John Lacey is Chairman of the Board of Directors

of Alderwoods Group, Inc. From January 1939 to
January 2002, Mr. Lacey was the Chairman of the
Board of The Loewen Group Inc. Prior to joining

The Loewen Group, Mr. Lacey was the President and
CEO of the Oshawa Group and the President and
CEO of Western International Communications.

William R. Ried!*

William Riedl was President, Chief Executive Officer and
Chairman of the Board of Fairvest Securities Corporation
from 1981 until his retirement in December of 2000.

W. MacDonald Snow*?

MacDonald Snow held various positions with
Prudential insurance Company of America, from 1964
until his retirement in 1996. From 1994 to 1996

he held the position of Strategic Planning Officer.

executive officers
John S. Lacey

Chairran of the Board

Paul A. Houston
President and Chief Executive Officer

Kenneth A. Sloan

Executive Vice President,
Chief Financial Officer

Ross S. Caradonna
Executive Vice President,
Chief Information Officer

Cameron R.W. Duff

Senior Vice President,
Corporate Development

Ellen Neeman
Senicr Vice President,
Legal and Compliance, Corporate Secretary

Richard J. Scuily

Senior Vice President,
Sales and Marketing
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Offices

Corporate Office

311 Elm Street, Suite 1000
Cincinnati, OH U.S.A. 45202
Telephone: 513.768.7400
Facsimile: 513.768.6810

2225 Sheppard Ave. E., Suite 1100
Toronto, ON Canada M2J 5C2
Telephone: 416.498.2430
Facsimile: 416.498.2449

1029-4710 Kingsway

Burnaby, B.C. Canada V5H 4M2
Telephone: 604.419.5700
Facsimile: 604.419.9797

@ Alderwooads Group, Inc. 2003,

Investor Relations

For further information about the Company,
additional copies of this report, Form 10-K,
or other financial information, contact:

Investor Relations

Alderwoods Group, Inc.

2225 Sheppard Ave. E., Suite 1100
Toronto, ON Canada M2J 5C2

You may also contact us by sending an e-mail to
corporate.communications@alderwoods.com or
by visiting the Investor Relations section of the

Company'’s website at www.alderwoods.com.

Transfer Agent and Registrar

Wells Fargo Bank Minnesota, N.A.

Shareowner Services

161 North Concord Exchange

South St. Paul, MN U.S.A. 55075

Telephone: 1.800.468.9716

Internet site: www.wellsfargo.com/shareownerservices

Common Stock

Exchange: NASDAQ

Symbol: AWGI

Qutstanding shares: approximately 40 million
Independent Auditors

KPMG LLP, Vancouver, Canada

Certain statements contained in this Annual Report, including, but not limited to, information regarding the status and progress of the Company's operating activities, the
plans and objectives of the Company’s management, assumptions regarding the Company’s future performance and plans, and any financial guidance provided, as well
as certain information in ather filings with the Securities and Exchange Commission and elsewhere are forward looking statements within the meaning of Section 27A(i) of
the Securities Act of 1633 and Section 21E(i} of the Securities and Exchange Act of 1934, The words “believe”, “may”, *will”, “estimate”, “continues”, “anticipate”,
“intend”, “expect” and similar expressions identify these forward-looking statements. These forward-laoking statements are made subject to certain rigks and uncartain-
ties that could cause actual results to differ materially from those stated, including the following: uncertainties associated with future revenue and revenue growth; the
impact of the Company's significant leverage on its operating plans; the ability of the Company to service its debt; outcomes in pending legal and tax claims; the
Company’s ability to attract, train and retain an adequate number of sales psople; the impact of changes 1o federal, state and local laws and regulations affecting revenuss
from trust funds; uncertainties assaciated with the volume and timing of pre-need sales of funeral and cemetery services and products; variances in death rates; variances
in the use of cremation; the impact of environmental laws; future tax rates; and various cther uncertainties associated with the funeral sarvice industry and the Company's
operations in particular which are refsrred to in the Company's periodic reports filed with the SEC. The Company undertakes no obligation to publicly release any revisions
to these forward-looking statements to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.
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THE LOEWEN GROUP INC.

(Predecessor to Alderwoods Group, Inc.)

The following consolidated financial statements of The Loewen Group Inc. are not comparable with the
consolidated financial statements issued by Alderwoods Group, Inc. subsequent to the Plan implementation,
due to the significant changes in the financial and legal structure of Alderwoods Group, Inc., the application of
fresh start reporting at December 31, 2001, resulting from confirmation and implementation of the Plan, and
changes in accounting policies, certain account classifications and fiscal accounting periods adopted by
Alderwoods Group, Inc. Accordingly, Alderwoods Group, Inc.’s consolidated financial statements as at and for
the 52 weeks ended December 28, 2002, do not include comparable operating and cash flow information.
Certain consolidated financial information of The Loewen Group Inc. may be of limited interest to the
stockholders of Alderwoods Group, Inc., and has been included for 2001 and 2000 in this Form 10-K.

Historically, the Predecessor’s consolidated financial statements were presented in accordance with
Canadian GAAR and material differences between Canadian GAAP and U.S. GAAP were explained in a note
to the Predecessor’s consolidated financial statements. In addition, the Predecessor had not previously fully
implemented the SEC Staff Accounting Bulletin No. 101, “Revenue Recognition in Financial Statements™
(“SAB 101”), as a result of the Predecessor’s ongoing reorganization proceedings. The Predecessor’s historical
financial information and the consolidated financial statements included in this Form 10-K have been
restated to the full extent necessary to comply with U.S. GAAP and the implementation of SAB 101, effective
January 1, 2000.
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REPORT OF INDEPENDENT ACCOUNTANTS

The Loewen Group Inc.

We have audited the consolidated balance sheet of The Loewen Group Inc. as at December 31, 2001
and the related consolidated statements of operations, stockholders’ equity and cash flows for the years
ended December 31, 2001 and 2000. In connection with our audits of the consolidated financial
statements, we also have audited the information with respect to the Predecessor in financial statement
Schedule II included in Item 15 of the Predecessor’s annual report on Form 10-K. These financial
statements and financial statement schedule are the responsibility of the Predecessor’s management. Our
responsibility is to express an opinion on these financial statements and financial statement schedule based
on our audits.

We conducted our audits in accordance with United States and Canadian generally accepted auditing
standards. Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Predecessor as at December 31, 2001, and the results of its operations and its cash
flows for the years ended December 31, 2001 and 2000, in accordance with accounting principles generally
accepted in the United States of America. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly, in all
material respects, the information set forth therein.

/s/f KPMG LLP
Chartered Accountants
Vancouver, Canada

March 15, 2002

87




THE LOEWEN GROUP INC.
(Predecessor to Alderwoods Group, Inc.)

CONSOLIDATED BALANCE SHEET

Expressed in thousands of dollars

ASSETS
Current assets

Cash and cash equivalents . . .. ... ... . .. . e
Receivables, net of allowances . ............ ... ... ...,
Inventories . . ... e
Prepaid expenses. . . . ..o

Pre-need funeral contracts . ......... ... .. ... ... e
Pre-need cemetery contracts .. ....... ... . e
Cemetery PrOPeItY . . o v vt e et e e et e
Property and equipment . . ... ...
Names and reputations . . . ...... .. .. .
Insurance invested assets . ........ ... i
Deferred income tax assets . . . .. .o vttt e it e
Other @ssets . . ... oot e

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities not subject to compromise
Current liabilities

Accounts payable and accrued liabilities .. ....... ... ... ... ... oL
Current maturities of long-term debt. .. ....................

Longtermdebt.......... ... .. .. ...
Deferred pre-need funeral contract revenue . ..................
Deferred pre-need cemetery contract revenue . ... ..............
Other liabilities. . .. ... . ... . .o
Insurance policy liabilities .. .......... ... . ... L.
Liabilities subject to compromise . . .. .......... ..

Stockholders’ equity

Common StOCK . . .. .. e
Preferred stock . . ..o o i
Deficit . . . e
Accumulated other comprehensive loss. .. .............. ... ...

Reorganization proceedings (Note 1)

Commitments and contingencies (Notes 4, 6, 9 and 11)

See accompanying notes to consolidated financial statements
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2001

1,302,819
157,144
(1,459,963)




THE LOEWEN GROUP INC.
(Predecessor to Alderwoods Group, Inc.)

CONSOLIDATED STATEMENTS OF OPERATIONS

Expressed in thousands of dollars
except per share amounts and number of shares outstanding

Years Ended December 31

2001

Revenue
Funeral . ... . e $ 522,089
L0733 =) 210,097
INSUrance . . .. ... e e e 104,215

836,401

Costs and expenses
Funeral ... .. e e e e e e 383,647
CoMELEIY . . ot it i e e e e 178,961
INSUTENCE . . . .o e e __9_@

655,162
181,239

Expenses
General and administrative . ... ... ... . . L e e 75,716
Depreciation and amortization . . . . .. ... ... L 57,038
Provision for asset impairment . . .. .. ... ... e 180,658

313,412

Earnings (loss) from operations. . . .. ... ... ... (132,173)

Interest on long-term debt . . .. ... . .. ... e 11,013

Reorganization COStS . . . . . ot i 87,172

Loss (gain) on disposal of subsidiaries and other expenses (income) . . .......... (171,180)

Loss before income taxes, extraordinary items and cumulative effect of accounting
Change . .. .. e e (59,178)

Income taxes
LT ¢ ¢~ 0| S 24,018
Deferred. . .. ... 3,964

_ 27982

Loss before extraordinary items and cumulative effect of accounting change. . .. ... .. (87,160)

Extraordinary gain on debt discharge . . ... ........ ... .. ... ... ... . . ... 958,956

Fresh start valuation adjustments . . . . ... .. ...t (228,135)

Cumulative effect of accounting change (net of income taxes of $108719) . . ... ...... —

Net INcome (10SS) . . v v ot e e § 643,661

Basic and diluted earnings (loss) per Common share:

Loss before extraordinary items and cumulative effect of accounting change . . ... ... .. $  (1.29)
Extraordinary gain on debt discharge . .......... ... ... ... .. ... . ... .. 12.93
Fresh start valuation adjustments .. ......... ... ... . ... i (3.07)
Cumulative effect of accounting change, net of income taxes ............... —

Netincome (lOSS) . . ..o vttt $ 857

Basic and diluted weighted average number of shares outstanding (thousands) . . . . . 74,145

See accompanying notes to consolidated financial statements
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2000

$ 576,940
263,203
87,541

927,684
404,520

179,251
81,890

665,661
262,023
70,598

57,019
116,937

244,554

17,469
12,410
45,877
(5.955)

(34,863)

8,708
13,774
22,482

(57,345)

(986,750)
$(1,044,095)

$ (089
(13.31)

$ (1420)
74,145




THE LOEWEN GROUP INC.
(Predecessor to Alderwoods Group, Inc.)

CONSOLIDATED STATEMENTS OF STOCKHCLDERS’ EQUITY
Expressed in thousands of dollars

Accumulated
Retained other
Common  Preferred earnings comprehensive
stock stock (deficit) income (loss) Total
Balance at December 31,1999 ... .......... $1,302,806 $157,146 $(1,059,529)  $(17,348) § 383,075
Comprehensive loss:
Netloss . ... ... i i (1,044,095) (1,044,095)
Other comprehensive loss
Foreign exchange adjustment . .......... (3,155) (3,155)
Unrealized holding gains (losses) on
securities, net .. ........ ... .. ..., (5,915) (5,915)
Less: reclassification adjustments for gains on
securities included in netloss . ........ 7,311 7,311
Total other comprehensive loss . ... ... ... (1,759)
Comprehensive loss . ... ................. (1,045,854)
Common and preferred stock adjustments . . . . . 13 (2) 11
Balance at December 31,2000 ............. 1,302,819 157,144  (2,103,624) (19,107) (662,768)
Comprehensive income
Netincome .. ......... ... ... . .... 643,661 643,661
Other comprehensive loss
Foreign exchange adjustment . .......... (1,907) (1,907)
Unrealized holding gains on securities, net . . 253 253

Less: reclassification adjustments for gains on

securities included in net income ... .... 1,841 1,841
Reclassification adjustments for foreign

exchange losses realized on the Effective

Date ........... .. ... . ... 18,920 18,920

Total other comprehensive loss . . ... ..... : 19,107
Comprehensive income . . ................ 662,768
Balance at December 31,2001 ............. $1,302,819 $157,144 $(1,459,963) §$ — b —

See accompanying notes to consolidated financial statements
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THE LOEWEN GROUP INC.
(Predecessor to Alderwoods Group, Inc.)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Expressed in thousands of dellars

CASH PROVIDED BY (APPLIED TO)

Operations

Netincome (10SS) . ... oot
Items not affecting cash
Extraordinary gain on debt discharge ......................
Fresh start valuation adjustments . .. ............ ... ... ...
Cumulative effect of accounting change . ...................
Depreciation and amortization . .. ............... . ........
Amortization of debt issue costs .. . ... ... ..
Provision for asset impairment . .. .......... .. ... ..
Loss (gain) on disposition of assets and investments ...........
Deferred InCOME taxes . . . ..o oo i vttt
Non-cash reorganization costs . .................c..ooo..
Cther, including net changes in other non-cash balances. ...........

Investing

Proceeds on disposition of assets and investments . . . ............
Purchase of property and equipment .. ......................
Construction of new facilities. . . .. ............. ... ... . ...
Purchase of insurance invested assets . . ... ...................
Proceeds on disposition and maturities of insurance invested assets . .

Financing

Repayment of long-termdebt .. .............. ... .. ... . . ..

Debt issue costs

Distribution of cash to disbursement agent for settlement of liabilities
subject to compromise . . . ... ...
Distribution of cash to Alderwoods Group, Inc. . ...............

Increase (decrease) in cash and cash equivalents . ................
Cash and cash equivalents, beginning ofyear . .. .............. ...

Cash and cash equivalents, end ofyear . .......................

Years Ended December 31

2001 2000
$ 643,661 $(1,044,005)
(958,956) —
228,135 —
— 986,750
72,194 73,742
619 3,142
180,658 116,937
(171,177) (5,610)
3,964 13,774
— 6,293
69,650 (3,097)
68,748 147,836
105,777 36,119
(18,712) (24,024)
(2,300) (2,468)
(236,590) (141,873)
197,145 109,612
45,320 (22,634)
(15,666) (20,553)
(725)
(163,570) —
(93,922) —
(273,158) (21,278)
(159,090) 103,924
159,090 55,166
$ — $ 159,090

See accompanying notes to consolidated financial statements
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THE LOEWEN GROUP INC,
(Predecessor to Alderwoods Group, Inc.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

(Tabular amounts expressed in thousands of dollars
except per share amounts and number of shares)

NOTE 1. REORGANIZATION PROCEEDINGS

On June 1, 1999 (the “Petition Date”), The Loewen Group Inc., a British Columbia corporation
(collectively together with its subsidiaries, the “Predecessor”), and each of approximately 850 United
States subsidiaries and one foreign subsidiary voluntarily filed a petition for creditor protection under
Chapter 11 of the U.S. Bankruptcy Code (“Chapter 11”) in the U.S. Bankruptcy Court for the District of
Delaware (the “U.S. Bankruptcy Court”). Concurrent with the Chapter 11 filing, the Predecessor and 117
Canadian subsidiaries voluntarily filed an application for creditor protection under the Companies’
Creditors Arrangement Act (“Creditors Arrangement Act”) with the Ontario Superior Court of Justice,
Toronto, Ontario, Canada (the “Canadian Court” and, together with the U.S. Bankruptcy Court, the
“Bankruptcy Courts™). Subsequent to the Petition Date, three additional subsidiaries of the Predecessor
voluntarily filed petitions for creditor protection and 41 subsidiaries were voluntarily deleted.

The Predecessor and its subsidiaries under creditor protection (the “Debtors™) operated their
businesses as debtors-in-possession. The United States trustee for the District of Delaware appointed a
statutory committee of unsecured creditors (the “Official Unsecured Creditors’ Committee™). The
proceedings of the Debtors were jointly administered for procedural purposes only. The Predecessor’s
United Kingdom, insurance and certain funeral and cemetery subsidiaries were excluded from the filings.

The Predecessor filed a Fourth Amended Joint Plan of Reorganization, as modified (the “Plan”), and
related Disclosure Statement for itself and other filing subsidiaries with the U.S. Bankruptcy Court on
September 10, 2001. The Plan was confirmed by the U.S. Bankruptcy Court on December 5, 2001, and was
recognized by the Canadian Court on December 7, 2001. The Plan became effective on January 2, 2002
(the “Effective Date”) and, for accounting and reporting purposes, is reflected as of December 31, 2001.

Pursuant to the Plan, the following actions were effected on the Effective Date:

° The Predecessor, through a series of transactions, transferred to its subsidiary, Loewen Group
International, Inc. (“Loewen International”), or Loewen International subsidiaries, all of its assets,
excluding only bare legal title to its claims against the United States in the pending arbitration
matter ICSID Case No. ARB (AF)/98/3 under the North American Free Trade Agreement (the
“NAFTA Claims™), and transferred to a subsidiary of Loewen International the right to any and all
proceeds from the NAFTA Claims; these transactions were structured in light of the jurisdictional
and substantive requirements for the maintenance of, and were intended to preserve, the NAFTA
Claims; and, as a result of these transactions, the Predecessor no longer holds any meaningful
assets;

o The Predecessor’s ownership of Loewen International was cancelled, whereupon Loewen
International ceased to be affiliated with the Predecessor. As a result of these actions, Loewen
International, which was reorganized and renamed Alderwoods Group, Inc. (“Alderwoods Group”),
succeeded to the business previously conducted by the Predecessor. All of the officers and directors
of the Predecessor resigned on January 2, 2002.

o The 9.45% Cumulative Monthly Income Preferred Securities, Series A issued by Loewen Group
Capital, L.P. (“Monthly Income Preferred Securities”) and the related obligations were cancelled in
exchange for warrants (“Warrants”) to purchase 496,800 shares of common stock, par value $0.01
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THE LOEWEN GROUP INC.
(Predecessor to Alderwoods Group, Inc.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars
except per share amounts and number of shares)

NOTE 1. REORGANIZATION PROCEEDINGS (Centinued)

per share, of Alderwoods Group (“Common Stock™) at an initial price of $25.76, which Warrants
will expire on January 2, 2007;

o The debt claiming the benefit of the collateral trust agreement dated as of May 15, 1996, among
Bankers Trust Company, as trustee, the Predecessor and certain pledgors (the “Collateral Trust
Agreement”) was cancelled in exchange for a combination of the Predecessor’s aggregate cash
payment of $131,500,000, 36,728,503 shares of Common Stock and Alderwoods Group’s
12¥%% Senior Notes Due 2009 in the aggregate principal amount of $330,000,000, Alderwoods
Group’s 12V:% Senior Notes Due 2004 in the aggregate principal amount of $49,599,000 and
Alderwoods Group’s 11% Senior Secured Notes Due 2007 in the aggregate principal amount of
$250,000,000;

° Certain claims were settled in exchange for the Predecessor’s aggregate cash payment of $2,000,000
and 11,648 shares of Common Stock;

o Certain unsecured obligations were cancelled in exchange for an aggregate of 2,759,270 shares of
Common Stock, Warrants to purchase 2,495,200 shares of Common Stock and all of the interests in
a liquidating trust that holds (a) five-year warrants of reorganized Prime Successions Holdings, Inc.
(“Prime”) issued to the Predecessor in Prime’s recent reorganization proceeding and (b) an
undivided 25% interest in the net proceeds, if any, of the NAFTA Claims (the “Liquidating Trust”);

° Certain administrative claims were satisfied through the issuance of Alderwoods Group’s
12¥4% Convertible Subordinated Notes Due 2012 in the aggregate principal amount of $24,647,000,
which are convertible into Common Stock at an initial conversion rate of $17.17 per share and
379,449 shares of Common Stock, which resulted in Alderwoods Group becoming the owner of all
of the outstanding common stock of Rose Hills Holdings Corp. (“Rose Hills”);

o Certain executory contracts and unexpired leases of the Debtor subsidiaries were reinstated and,
such indebtedness, together with long-term indebtedness of subsidiaries of the Predecessor that
were not Debtors, totaled $44,765,000; and

o Cash payments in the aggregate amount of $31,600,000 were made in respect of certain
convenience, priority and other claims.

Under the Plan, holders of interests in the Predecessor received no distributions in respect of such
interests.

As a result of the foregoing, following the Effective Date, although the Predecessor had outstanding
the same equity securities as were outstanding immediately prior to the Effective Date, the Predecessor
had (i) no assets, other than bare legal title to the NAFTA Claims, (ii} no right to receive any proceeds of
the NAFTA Claims, (iii) no officers, directors or employees, and (iv) no affiliation with Alderwoods
Group.
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THE LOEWEN GROUP INC.

NOTE 1. REORGANIZATION PROCEEDINGS (Continued)

of Rose Hills.

(Predecessor to Alderwoods Group, Imnc.)
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thowsands of dollars
except per share amoumnts and number of shares)

December 31, 2001
Adjustments to Record Confirmation of the Plan

The following schedule illustrates Alderwoods Group’s assumption of the Predecessor’s business, after
the effects of debt discharge, the effects of fresh start reporting and other adjustments, and the acquisition

Debt
Predecessor discharge (b)

Fresh start
and other

Acquisition of Alderwoods
adjustments (c) Rose Hills (d) Group, Inc.

ASSETS
Current assets

Cash and cash equivalents . . .............. $ 257492 § (163,570)a) $ $ 7,639 $ 101,561
Receivables, net of allowances . ............ 62,613 (1,471) 12,810 73,952
Inventories . ........... ... ... ... . ..., 30,300 (4,004) 939 27,235
Other. . ... . e 22,607 738 23,345
373,012 (163,570) (5,475) 22,126 226,093
Pre-need funeral contracts (f) . .. ............ 361,004 476,306 173,336 1,010,646
Pre-need cemetery contracts . . . .. ........... 466,102 (2,208) 17,078 480,972
Cemetery property (f) . . ... ... ... ........ 704,077 (588,388) 36,078 151,767
Property and equipment . ................. 624,321 (70,860) 83,774 637,235
Insurance invested assets . . ................ 338,762 1,035 339,797
Deferred tax assets . . . .. ... .. .. 478 7,640 8,132 16,250
Names and reputations . ... ............... 559,299 (559,299) —
Goodwill (€) . . . ... ... .. — 498,453 67,385 565,838
Otherassets . ... ... ... ..., 52,249 19,721 2,535 74,505
$ 3479304 $ (163,570) § (223,075) $410,444 $3,503,103
LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities
Accounts payable and accrued liabilities . . . .. . . $ 173348 $ (827) $ (125) $ 13,030 $ 185,426
Current maturities of long-term debt . . . ... ... 13,125 (688) (4,739) 9,698 17,396
186,473 (1,515) (4,864) 22,728 202,822
Long-termdebt .. ...................... 35,193 663,278 (10,640) 130,421 818,252
Deferred pre-need funeral contract revenue (f) . . . . 432,106 414,075 172,055 1,018 236
Deferred pre-need cemetery contract revenue (f) . . . 782,317 (440,299) 8,866 350,884
Insurance policy liabilities . . .. ... .......... 270,409 34,416 304,825
Deferred tax liabilities . . . .. ... ......... ... 1,845 18,528 4,627 25,000
Other liabilities . . ... ................... 231,500 (234,439) (25,076) 71,747 43,732
1,939,843 427,324 (13,860) 410,444 2,763,751
Liabilities subject to compromise . . .. ......... 2,289,202 (2,289,202) —
4,229,045 (1,861,878) (13,860) 410,444 2,763,751
Stockholders’ equity
Preferred stock (g8) .. ......... ... ....... 157,144 (157,144) —
Common stock (g) . . . ... ... i 1,302,819 399 (1,302,819) 399
Capital inexcessof parvalue . . .. ... ....... — 738,953 738,953
Deficit (g) . .. ... ... .. (2,190,784) 958,956 1,231,828 —
Accumulated other comprehensive loss . . .. .. .. (18,920) 18,920 —
(749,741) 1,698,308 (209,215) — 739,352
$ 3,479,304 $ (163,570) $ (223,075) $410,444 $3,503,103
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NQOTE 1. REORGANIZATION PROCEEDINGS (Continued)

(b) Reflects the distribution of a combination of cash, new debt, Warrants and Common Stock pursuant to the Plan in respect of
certain claims.

(c) Reflects the write off of the excess of cost over the net assets acquired in previous acquisitions and adjustments of the
Predecessor’s identifiable assets to fair value in accordance with fresh start reporting.

(d) Reflects the consolidation of Rose Hills as a result of its acquisition by the Company in satisfaction of certain administrative
claims pursuant to the Plan.

(e) Reflects the reorganization value in excess of amounts allocable to identifiable assets in accordance with fresh start reporting.

() Reflects in the fresh start and other adjustments the adoption of accounting policies and presentation adopted by the Company,
which affected certain assets and liabilities approximately as follows: pre-need funeral contracts $490 million and deferred
pre-need funeral contract revenue $500 million; cemetery property $23 million and deferred pre-need cemetery contract revenue
$108 million.

(g) Reflects the establishment of Alderwoods Group’s stockholders’ equity based on the value of Common Stock and Warrants
issued pursuant to the Plan.

NOTE 2. NATURE OF OPERATIONS

The Predecessor was the second-largest operator of funeral homes and cemeteries in North America.
Prior to the Predecessor’s reorganization (see Note 1), effective December 31, 2001, the Predecessor
operated 825 funeral homes and 217 cemeteries throughout North America and 65 combination funeral
homes and cemeteries throughout North America and 32 funeral homes in the United Kingdom.

The Predecessor made funeral and cremation arrangements on an at-need or pre-need basis. The
Predecessor’s funeral operations offered a full range of funeral services, including the collection of
remains, registration of death, professional embalming, use of funeral home facilities, sale of caskets and
other merchandise and transportation to a place of worship, funeral chapel, cemetery or crematorium.

The Predecessor’s cemetery operations assisted families in making burial arrangements and offered a
complete line of cemetery products (including a selection of burial spaces, burial vaults, lawn crypts,
caskets, memorials, niches, mausoleum crypts and other merchandise), the opening and closing of graves
and cremation services.

The Predecessor’s insurance companies sold a variety of life insurance products, primarily to fund
pre-need funeral services.
NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements include the accounts of the Predecessor and its subsidiaries.
The consolidated financial statements have been prepared using the U.S. dollar as the functional currency
and are presented in accordance with accounting principles generally accepted in the United States.

Basis of consolidation

The accounts of all subsidiary companies have been included in the consolidated financial statements
from their respective dates of acquisition of control or formation. All subsidiaries were wholly owned,
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

except for a few companies with small minority interests. The Predecessor’s operating subsidiaries in the
United States were held through Loewen International.

The Predecessor accounts for its investment in companies in which it has significant influence by the
equity method. The Predecessor’s proportionate share of income (loss) as reported, net of amortization of
excess purchase price over net assets acquired, is included in income and added to (deducted from) the
cost of the investment. The equity method carrying value of the investment is also reduced by any provision
for asset impairment and common stock dividends received.

All significant intercompany balances and transactions have been eliminated in the consolidated
financial statements.

Use of estimates

The preparation of the consolidated financial statements in accordance with United States generally
accepted accounting principles requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the consolidated financial statements and the reported amounts of revenue and expenses during the
reporting period. As a result, actual results could significantly differ from those estimates.

Funeral operations

Sales of at-need funeral services, including related merchandise, are recorded as revenue when the
service is performed.

Pre-need funeral services provide for future funeral services, generally determined by prices prevailing
at the time the contract is signed. The payments made under the contract, in part, are either placed in trust
or are used to pay the premiums of life insurance policies under which the Predecessor is designated as
beneficiary. Pre-need funeral services contract amounts, together with related trust fund investment
earnings and annual insurance benefits, are deferred until the service is performed. The Predecessor
estimates that trust fund investment earnings and annual insurance benefits exceed the increase in cost
over time of providing the related services.

Selling costs related to the sale of pre-need funeral services are expensed in the period incurred.

Cemetery operations

Sales of at-need interment rights, cemetery merchandise and services are recorded as revenue when
the merchandise is delivered or service is performed. Sales of pre-need cemetery interment rights are
recorded as revenue at the time of transfer of interment right title, typically when the contract is paid in
full, providing the burial space is available for burial. A portion of the proceeds from cemetery sales for
interment rights is generally required by law to be paid into perpetual or endowment care trusts. Earnings
of perpetual or endowment care trusts are recognized in current cemetery revenue and are used to defray
the maintenance costs of cemeteries, which are expensed as incurred. The principal of these perpetual or
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

endowment care trusts generally cannot be withdrawn by the Predecessor, and therefore is not included in
the Predecessor’s consolidated balance sheet.

Pursuant to various state and provincial laws, a portion of the proceeds from the sale of pre-need
merchandise and services may also be required to be paid into trusts, which are included in pre-need
cemetery contracts in the Predecessor’s consolidated balance sheet. Earnings on merchandise and services
trust funds are recognized when the revenue of the associated merchandise or service is recognized.

Selling costs related to the sale of pre-need cemetery contract revenues are expensed in the period
incurred.

Interest is imputed at a market rate for pre-need cemetery sales contracts that do not bear a market
rate of interest.

Insurance operations

The Predecessor accounts for its life insurance operations under United States generally accepted
accounting principles for life insurance companies.

For traditional life and participating life products, premiums are recognized as revenue when due
from policyholders. Benefits and expenses are associated with earned premiums to result in recognition of
profits over the life of the policy contracts. This association is accomplished by means of the provision for
liabilities for future policy benefits and the amortization of deferred policy acquisition costs.

Revenues from annuity contracts represent amounts assessed against contract holders. Such
assessments are principally surrender charges. Policy account balances for annuities represent the deposits
received plus accumulated interest less applicable accumulated administrative fees.

Investment income, net of investment expenses, and realized gains and losses related to insurance
invested assets are included within revenues.

To the extent recoverable, certain costs of acquiring new insurance business have been deferred. Such
costs consist of first-year commissions in excess of renewal rates, related fringe benefit costs, and direct
underwriting and issuance costs.

The deferred policy acquisition costs on traditional life products are amortized with interest over the
anticipated premium-paying period of the related policies, in proportion to the ratio of annual premium
revenue to be received over the life of the policies. Expected premium revenue is estimated by using the
same mortality and withdrawal assumptions used in computing liabilities for future policy benefits. The
amount of deferred policy acquisition costs is reduced by a provision for possible inflation on maintenance
and settlement expenses.

Also, the present value of future profits of acquired insurance business in force is amortized over the
expected premium-paying period of the policies acquired.

97




THE LOEWEN GROUP INC.
(Predecessor to Alderwoods Group, Inc.)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Tabular amounts expressed in thousands of dollars
except per share amounts and number of shares)

NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Cash and cash equivalents

Cash and cash equivalents include cash, restricted cash and term deposits with an initial maturity less
than or equal to 90 days.
Inventories

Inventories are carried at the lower of cost, determined primarily on a specific identification basis or a
first in first out basis, and net realizable value.
Cemetery property

Cemetery property, including capitalized interest, consists of developed and undeveloped cemetery
property and mausoleums, and is valued at average cost. Amounts are expensed when revenue from sales
of cemetery plots and mausoleums are recognized.

Property and equipment

Property and equipment is recorded at cost and depreciated on a straight-line basis over the estimated
useful lives of the assets as follows:

Buildings and improvements ....... 10 to 40 years

Automobiles .. ................. 2 to 6 years

Furniture, fixtures and equipment. ... 6 to 10 years

Computer hardware and software . ... 6 years

Leasehold improvements . ......... Over the term of the lease plus one renewal

Names and reputations

The amount paid for the names and reputations of operations acquired is equivalent to the excess of
the purchase price over the fair value of identifiable net assets acquired, as determined by management.
Amortization is provided on a straight-line basis over 40 years.

Covenants not to compete included with names and reputations on the consolidated balance sheet
represent amounts capitalized for non-competition agreements with certain key management personnel of
acquired operations. Amortization of such prepaid covenants not to compete is provided on a straight-line
basis over the terms of the relevant agreements, typically ten years.

Impairment of long-lived assets

The Predecessor followed the provisions of Statement of Financial Accounting Standards No. 121,
“Accounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of”
(“FAS 1217).

FAS 121 established accounting standards for the impairment of long-lived assets, certain identifiable
intangibles, and goodwill related to those assets to be held and used or to be disposed of. FAS 121 required
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

that long-lived assets and certain identifiable intangibles to be held and used by an entity be reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may
not be recoverable. The review for recoverability (for assets to be held and used) included an estimate of
the future cash flows expected to result from the use of the asset and its eventual disposition. If the sum of
the estimated expected future cash flows (undiscounted and without interest charges) is less than the
carrying amount of the asset, an impairment provision should be recognized. If an impairment charge is
indicated, long-lived assets to be held and used are written down to the fair value of the asset.

Debt issue costs

Debt issue costs included in other assets on the consolidated balance sheet represent the costs of
negotiating and securing the Predecessor’s long-term debt and are included in interest expense on a
straight-line basis over the respective term of the related instrument. These costs include legal fees,
accounting fees, underwriting and agency fees and other related costs.

Financial instruments

Financial instruments that potentially subject the Predecessor to concentrations of credit or collection
risk principally consist of cash and cash equivalents, trade accounts receivable and installment contracts
receivable.

The Predecessor maintains its cash and cash equivalents with various high quality and reputable
financial institutions. The Predecessor’s policies with respect to cash and cash equivalents are speaﬁcally
designed to minimize concentrations of credit risk.

Concentrations of credit risk with respect to both trade accounts receivable and installment contracts
receivable are minimal, due to the low dollar amount of each receivable, the large number of customers
and the large dispersion of the receivables across many geographic areas.

Derivative instruments

Prior to the Chapter 11 and the Creditors Arrangement Act filings, the Predecessor used derivative
transactions with financial institutions primarily as hedges of other financial transactions. The
Predecessor’s policies did not allow leveraged transactions and were designed to minimize credit and
concentration risk with counterparties.

The Predecessor typically used interest rate swap agreements to manage interest rate exposure on its
long-term debt. Differences between the amounts paid and received would be accrued and accounted for
as an adjustment to interest expense over the life of the swap agreement.

The Predecessor used basic swap and option products to manage its exposure to interest rate
movements when anticipated financing transactions were probable and the significant characteristics and
expected terms were identified. Any gain or loss as a result of the hedging would be deferred and
amortized as an adjustment to interest expense over the life of the financing instrument hedged. If at any
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

point in time a hedging transaction no longer met the criteria of a hedge, any gain or loss would be
recognized in current earnings.

The Predecessor also used foreign exchange forward contracts, cross currency swaps, options and
futures to hedge the Predecessor’s exposure to fluctuations in foreign exchange rates. Gains or losses as a
result of the hedge transaction would be accounted for as an adjustment to the related transaction.

Stock issue expenses

The costs of issuing stock, net of income tax recoveries thereon, are applied to reduce the stated value
of such stock.

Stock option plan

Statement of Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation”
(“FAS No. 123”), established accounting and disclosure requirements using a fair value-based method of
accounting for stock-based employee compensation plans. However, as allowed by FAS No. 123, the
Predecessor has elected to continue to apply the intrinsic value-based method of accounting described
below, and has adopted the disclosure requirements of FAS No. 123.

The Predecessor applies the intrinsic value-based method of accounting prescribed by APB Opinion
No. 25, “Accounting for Stock Issued to Employees,” and related interpretations, including FASR
Interpretation No. 44, “Accounting for Certain Transactions involving Stock Compensation, an
interpretation of APB Opinion No. 25,” issued in March 2000, to account for its fixed plan stock options.
Under this method, compensation expense is recorded on the date of grant only if the current market price
of the underlying stock exceeds the exercise price.

Income taxes

Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities
are recognized for the future tax consequences attributable to differences between the financial statement
carrying amounts of existing assets and liabilities and their respective tax bases, and operating loss and tax
credit carryforwards. Deferred tax assets and liabilities are measured using enacted tax rates expected to
apply to taxable income in the years in which those temporary differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in
the period that includes the enactment date. A valuation allowance is provided against deferred tax assets
to the extent recoverability of the asset cannot be considered more likely than not.

Earnings per share

Earnings per share is calculated based on earnings attributable to Common stockholders using the
weighted average number of shares of Common stock outstanding during the respective periods. Fully
diluted earnings per share is not materially different from earnings per share.
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NOTE 3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)
Foreign currency translation

The assets and liabilities of the Predecessor’s foreign subsidiaries, which have a functional currency
other than the U.S. dollar, are translated into U. S. dollars at the rates of exchange as at the balance sheet
date, and revenue and expenses are translated at the average rates of exchange for the periods of
operation. The net gains or losses arising from the translations are included in stockholders’ equity as a
component of accumulated other comprehensive income in the consolidated statement of stockholders’

equity.

Accounting change in 2001

The Predecessor implemented the U.S. Securities and Exchange Commission’s Staff Accounting
Bulletin No. 101, “Revenue Recognition in Financial Statements” (“SAB 101”) effective January 1, 2000,
which resulted in a change in revenue recognition for pre-need funeral contracts and pre-need cemetery
contracts. The Predecessor’s previously published financial information for the year ended December 31,
2000, and for the interim periods during the year ended December 31, 2001, were prepared on a basis that
did not fully reflect the adoption of SAB 101. The financial statements for 2000 and 2001, presented
herein, were restated in 2001 to give effect to SAB 101. Due to the Company’s volume of historical
pre-need funeral and cemetery contracts involved in the restatement and the lack of certain transactional
information related to such contracts, certain estimation methods were utilized by the Company to restate
revenue, as a result of the implementation of SAB 101.

Payments received for pre-need funeral contracts that are not required to be trusted are deferred and
recognized as revenue at the time the funeral is performed. Previously, revenue was partially recognized
when payments were received. Direct selling expenses relating to the sale of pre-need funeral contracts are
expensed in the period incurred. Previously, direct selling expenses were included in other assets and
amortized over ten years.

The Predecessor recognizes revenue and related costs for pre-need sales of interment rights and
related merchandise and services at the time the interment right title is transferred, merchandise is
delivered or service is performed. Previously, revenue and related costs, net of amounts required to be paid
into perpetual care trusts, were recognized at the time the pre-need contract was signed. Earnings on
merchandise and services trust funds are recognized when the revenue of the associated merchandise or
service is recognized. Previously, earnings on merchandise and services trust funds were recognized in the
period realized.

The cumulative effect of the implementation of SAB 101 through December 31, 1999, resulted in a
charge to income of $986,750,000 (net of income taxes of $108,719,000), or $13.31 per basic and diluted
share recorded on January 1, 2000.

Comparative figures

Certain of the comparative figures have been reclassified to conform to the presentation adopted
in 2001.
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NOTE 4. LIABILITIES SUBJECT TO COMPROMISE AND DEBT
Pursuant to the Plan, substantially all liabilities subject to compromise were settled.

In the Chapter 11 and the Creditors Arrangement Act proceedings, substantially all unsecured and
under-secured liabilities of the Debtors as of the Petition Date were subject to compromise or other
treatment under the Plan. For financial reporting purposes, those liabilities and obligations whose
treatment and satisfaction were dependent on the outcome of the Chapter 11 and the Creditors
Arrangement Act proceedings have been segregated and classified as liabilities subject to compromise in
the consolidated financial statements. Generally, all actions to enforce or otherwise effect repayment of
pre-Petition Date liabilities, as well as all pending litigation against the Debtors arising from pre-Petition
Date events, were stayed while the Debtors continued their business operations as debtors-in-possession,
except in instances where the stay had been lifted by the applicable Bankruptcy Court. The general claims
bar date, which was the last date by which most types of claims against the Predecessor had to be filed in
the U.S. Bankruptcy Court if the claimants wished to receive any distribution in the Chapter 11
proceedings, was December 15, 1999. In June 2000 and July 2001, the Predecessor filed amended
schedules identifying additional potential creditors, for which the bar dates were set at July 14, 2000 and
August 27, 2001, respectively. The bar date for claims against operating entities applicable to the Creditors
Arrangement Act proceedings was extended to and expired on March 17, 2000. Pursuant to the Plan,
substantially all liabilities subject to compromise were settled.

As a result of the reorganization proceedings, proofs of claim were filed against the Debtors in the
Bankruptey Courts. The Debtors resolved proofs of claim that differed in nature, classification or amount
from the Debtors’ records through several means, including negotiations with the affected claimants, the
filing and prosecution of objections and, where appropriate, the referral of the claims to the alternative
dispute resolution procedures (the “ADR Procedures”) approved by the U.S. Bankruptcy Court on
February 23, 2000. The ADR Procedures provided for settlement offer exchange procedures to facilitate
the parties’ resolution of the claim on a consensual basis. If the claim remained unresolved following the
settlement offer exchange procedures, the claim was submitted to binding or nonbinding arbitration
(depending on the election of the claimant).

Under the U.S. Bankruptcy Code, the Debtors could elect to assume or reject leases, employment
contracts, service contracts and other pre-Petition Date executory contracts, subject to U.S. Bankruptcy
Court approval. Liabilities related to executory contracts were recorded as liabilities not subject to
compromise, unless the Predecessor decided to reject the contract. Claims for damages resulting from the
rejection, after December 15, 1999, of executory contracts were subject to separate bar dates.

The principal categories of obligations classified as liabilities subject to compromise under the
reorganization proceedings are identified below. The amounts in total could vary significantly from the
stated amount of proofs of claim that were filed with the Bankruptcy Courts, and could be subject to future
adjustment depending on Bankruptcy Court action, further developments with respect to potential
disputed claims, and determination as to the value of any collateral securing claims or other events.
Additional claims could also arise from the rejection of executory contracts by the Debtors.

Under the Plan, liabilities subject to compromise were categorized into a class of allowed claims and
further categorized into divisions. Certain of these allowed claims would receive a pro rata share of
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NOTE 4. LIABILITIES SUBJECT TG COMPROMISE AND DEBT (Continued)

Alderwoods Group Common Stock, Warrants and interests in the Liquidating Trust. The amount of any
claim that ultimately was allowed by the U.S. Bankruptcy Court could be significantly more or less than the
estimated amount of such claim. As a consequence, the actual ultimate aggregate amount of allowed
unsecured claims could differ significantly from the amounts recorded in the Predecessor’s consolidated
financial statements. Accordingly, the amount of the pro rata distributions of Alderwoods Group’s
Common Stock, Warrants and interests in the Liquidating Trust that ultimately were received by a holder
of an allowed unsecured claim could be adversely or favorably affected by the aggregate amount of claims
ultimately allowed. Distributions of Alderwoods Group’s Common Stock, Warrants and interests in the
Liquidating Trust to holders of allowed unsecured claims will be made on an incremental basis until all
claims are resolved.

Litigation against the Predecessor and its filing subsidiaries arising from events occurring prior to
June 1, 1999 and any additional liabilities related thereto were subject to compromise.

As a result of the Chapter 11 and the Creditors Arrangement Act filings, no principal or interest
payments were made on most pre-Petition Date debt obligations without Bankruptcy Court approval or
until the Plan became effective.

Pursuant to U.S. bankruptcy law, interest on unsecured and under-secured pre-Petition Date debt
obligations subject to compromise had not been accrued after the Petition Date. Interest expense and
principal payments were recorded on most secured vendor financing, including capital lease obligations.
Contractual interest expense not recorded on liabilities subject to compromise totaled $132,481,000 for the
year ended December 31, 2001 (2000 — $153,964,000).

Net cash proceeds, after payment of certain direct selling costs, generated from the Predecessor’s
asset disposition program approved by the U.S. Bankruptcy Court were subject to restrictions on use.
Certain cash proceeds were required to be placed in a segregated deposit account, pending a
U.S. Bankruptcy Court order determining how such cash proceeds should be distributed. As at
December 31, 2000, cash in this segregated deposit account amounted to approximately $23 million.

In 1996, the Predecessor, Loewen International and a trustee entered into the Collateral Trust
Agreement pursuant to which the senior lenders shared certain collateral and guarantees on a pari passu
basis. The security for lenders under the Collateral Trust Agreement consisted of (i) all of Loewen
International’s right, title and interest in and to all rights to receive payment under or in respect of
accounts, contracts, contractual rights, chattel paper, documents, instruments and general intangibles, (ii) a
pledge of the common shares of substantially all of the subsidiaries in which the Predecessor directly or
indirectly held more than a 50% voting or economic interest, and (iii) a guarantee by each subsidiary that
pledged shares. The security was held by the trustee for the equal and ratable benefit of the senior lending
group. The senior lending group consisted principally of the lenders under the senior amortizing notes,
senior notes and bank credit agreements as well as the holders of certain letters of credit.

Subsequent to the execution of the Collateral Trust Agreement, among other financings, the
Predecessor issued the Series 3 and 4 Senior Notes, the Series 6 and 7 Senior Notes and the PATS
(collectively, the “Subject Debt”). The aggregate principal amount outstanding of the Subject Debt was
$1,100,000,000. In April 2000, the Predecessor announced that there was uncertainty as to the secured
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NOTE 4. LIABILITIES SUBJECT TO COMPROMISE AND DEBT (Continued)

status under the Collateral Trust Agreement with respect to the Subject Debt. In accordance with the
terms of the Collateral Trust Agreement, holders of future indebtedness or their representatives were to
effect registration by delivering to the collateral trustee Additional Secured Indebtedness Registration
Statements in a form set forth in the Collateral Trust Agreement. However, Additional Secured
Indebtedness Registration Statements relating to the Subject Debt were either not delivered to the
collateral trustee or were delivered indicating an incorrect outstanding amount. The Predecessor
confirmed that it satisfied its obligations under the financing agreements to adopt appropriate corporate
resolutions and to deliver to lender representatives, in connection with closing, Additional Secured
Indebtedness Registration Statements relating to the Subject Debt. Pursuant to the agreements with lender
representatives in connection with those financings, the Predecessor and Loewen International treated the
Subject Debt as secured under the Collateral Trust Agreement. On this basis, the total indebtedness owed
to the senior lending group subject to the Collateral Trust Agreement, including holders of certain letters
of credit, at the Petition Date aggregated $2,016,000,000.

The Plan provides for the cancellation of the debt claiming the benefit of the Collateral Trust
Agreement in exchange for a combination of cash, Alderwoods Group Common Stock and seven-year
unsecured notes. Under specified circumstances, Alderwoods Group could also issue two-year unsecured
notes or five-year secured notes, or both in exchange for cancellation of such debt.

It was not known when the uncertainty would be resolved. Accordingly, the effects of this contingency,
if any, were not reflected in the Predecessor’s consolidated financial statements.

On September 29, 2000, Bankers Trust Company, the trustee under the Collateral Trust Agreement,
filed an adversary proceeding in the U.S. Bankruptey Court seeking a declaratory judgment that the
Subject Debt was secured debt and entitled to the benefits of the Collateral Trust Agreement. The
Predecessor was named as a defendant in that proceeding.

Interest expense for the year ended December 31, 2001, included $619,000 (2000 — $3,142,000) of
debt issue cost amortization and write-offs.

In 1994, Loewen Group Capital L.P. (“LGC”) issued 3,000,000 Monthly Income Preferred Securities
for an aggregate amount of $75,000,000. LGC is a limited partnership, and Loewen International as its
general partner managed its business and affairs. The Monthly Income Preferred Securities were due
August 31, 2024 and were subject to redemption at par at the option of LGC, in whole or in part, from time
to time on or after August 31, 2004. As a result of the Chapter 11 filing, the Monthly Income Preferred
Securities became redeemable. The Monthly Income Preferred Securities were subject to an unsecured
guarantee by the Predecessor and Loewen International. Accordingly, the Monthly Income Preferred
Securities have been designated as liabilities subject to compromise.

NOTE 5. IMPAIRMENT OF ASSETS AND DISPOSITIONS

During 1999, as a result of the Predecessor’s reorganization proceedings and operating performance
decline, the Predecessor conducted extensive reviews of each of its operating locations. The review
resulted in the identification of 201 funeral homes and 170 cemeteries as probable for sale and the
development of a program for disposition of these locations, which was approved by the U.S. Bankruptcy
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NOTE 5. IMPAIRMENT OF ASSETS AND DISPOSITIONS (Continued)

Court in January 2000. As a result, a pre-tax asset impairment provision for long-lived assets of
$428,194,000 was recorded in 1999.

During the first two months of 2001, the Predecessor completed the sale of 49 funeral homes and
43 cemeteries for gross proceeds of $25,267,000. As a result, and together with the Predecessor’s revision
on June 30, 2000, of its estimates of expected proceeds of the locations held for disposal, an additional
pre-tax asset impairment provision of $116,937,000 was provided for in 2000.

During 2001, the Company further revised its estimates of expected proceeds of the locations held for
disposal and identified other locations, which were not part of the previously-announced disposition
properties, as probable for sale. Consequently, an additional pre-tax asset impairment provision of
$180,658,000 was recorded.

The asset impairment provisions were based on management estimates.

During 2001, the Predecessor sold 124 funeral homes and 119 cemeteries for gross proceeds
of $106,378,000, before closing and other settlement costs of $601,000, resulting in a pre-tax gain
of $173,308,000.

During 2000, the Predecessor sold 101 funeral homes and 33 cemeteries for gross proceeds of
$38,226,000, before closing and other settlement costs of $2,107,000, resulting in a pre-tax gain
of $5,591,000.

NOTE 6. INVESTMENTS

Under a Put/Call Agreement entered into with Blackstone Capital Partners II Merchant Banking
Fund L.P. and certain affiliates (together, “Blackstone”), the majority investor in Prime, in August 1996
(the “Prime Put/Call Agreement”), the Predecessor had the option to acquire (the “Prime Call”)
Blackstone’s Prime common stock and Blackstone had the option to sell (the “Prime Put”) its Prime
common stock to the Predecessor. Under a Put/Call Agreement entered into with Blackstone and RHI
Management Direct L.P. (“RHI”) in November 1996 (the “Rose Hills Put/Call Agreement”), the
Predecessor had the option to acquire the Rose Hills common stock owned by Blackstone and RHI and
Blackstone and RHI had the option to sell (the “Rose Hills Put”) their Rose Hills common stock to the
Predecessor.

During 2000, Prime was reorganized under Chapter 11 in the U.S. Bankruptcy Court. Prime’s
common stock was cancelled and the Predecessor received five-year warrants to purchase 500,000 new
common stock of reorganized Prime at an exercise price of $16.76 per common share. The Prime plan of
reorganization also provided that 5,000,000 shares of new common stock would be issued to certain
creditors of Prime. Pursuant to the Plan, all of the Prime warrants were irrevocably transferred to a
liquidating trust for the benefit of holders of certain of the Predecessor’s indebtedness.

Blackstone filed proofs of claim against the Predecessor in respect of the Prime Put, in which
Blackstone calculated a Prime Put price of $183,400,000. Blackstone and RHI also filed proofs of claim
against the Predecessor in respect of the Rose Hills Put, in which Blackstone and RHI calculated a Rose
Hills Put price of $158,800,000.
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INVESTMENTS (Continued)

On April 12, 2001, Blackstone, RHI and the Predecessor entered into a settlement and resolution of
any and all claims, issues and disputes between such parties relating to or involving Prime or Rose Hills on
substantially the following terms (the “Blackstone Settlement”), which became effective on the Effective

Date:

(i) each of Blackstone and RHI, on the one hand, and the Predecessor and certain of its affiliates, on
the other hand, effective as of the closing of the transactions described below, released, waived
and discharged the other from any and all claims, demands, rights, causes of action and
controversies arising from or relating to the Prime Put/Call Agreement (including the rejection
thereof), the Rose Hills Put/Call Agreement or otherwise relating to Prime or Rose Hills;

(i)

(iii)

NOTE 7.

Alderwoods Group assumed the Rose Hills Put/Call Agreement as amended and modified by the
agreement entered into to effect the Blackstone Settlement; and

the Rose Hills Put/Call Agreement was amended and modified to provide that:

o

o

the Rose Hills Put was automatically exercised;

in full satisfaction of all of the Debtors’ obligations under the Rose Hills Put/Call Agreement,
Alderwoods Group delivered to Blackstone and RHI $24,679,000 aggregate principal amount
of Alderwoods Group unsecured subordinated convertible notes, 379,449 shares of
Alderwoods Group Common Stock, with an aggregate value of $6,515,000, and assumed the
obligations under the $445,000 note issued by RHI to Rose Hills;

in full satisfaction of all of the obligations of Blackstone and RHI under the Rose Hills Put/Call
Agreement, Blackstone and RHI conveyed to Alderwoods Group all of the Rose Hills common
stock owned by them, free and clear of all liens; and

upon the closing of such transactions, the Rose Hills Put/Call Agreement terminated and was
of no further force or effect.

INVESTMENTS, FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND
FAIR VALUE OF FINANCIAL INSTRUMENTS

Prior to filing for bankruptcy, the Predecessor used derivative transactions with financial institutions
primarily as hedges of other financial transactions. The Predecessor does not trade in financial instruments
and is not a party to leveraged derivatives.

Swap agreemenis and interest rate options

The Predecessor entered into swap agreements and interest rate options with a number of different
commercial banks and financial institutions to manage its interest rate exposure on fixed rate long-term

debt. At December 31, 2000, and throughout 2001, no such agreements were outstanding.
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NOTE 8. STOCKHOLDERS’ EQUITY
(a) Authorized

200,000,000 First Preferred stock without par value
40,000,000 Class A stock without par value
750,000,000 Common stock without par value

Of the 200,000,000 First Preferred stock, 1,000,000 shares are designated as 7.75% Cumulative
Redeemable Convertible First Preferred stock without par value, Series A, 425,000 shares are designated
as Convertible First Preferred stock, Series B, (see (c) below), and 8,800,000 shares are designated as
6.00% Cumulative Redeemable Convertible First Preferred stock, Series C (“Series C Preferred stock”™)
(see (c) below).

(b) Issued and outstanding shares

Number of
Shares Stated Value

Common stock
Outstanding December 31, 2001 and 2000 .. ........... 74,145,466 1,302,819

Preferred stock
Series C Preferred stock outstanding December 31, 2001
and 2000, ... 8,799,900 § 157,144

(c) First Preferred stock

First Preferred stock was authorized to be issued from time to time in one or more series and in such
numbers and with such special rights and restrictions as the directors of the Predecessor determined.

During 1994, as part of the Management Equity Investment Plan, 425,000 shares were designated as
Convertible First Preferred stock, Series B of the Predecessor. Each Convertible First Preferred stock was
convertible into ten shares of Common stock at any time prior to July 13, 2011. No shares of Series B
Preferred shares were issued.

The Series C Preferred stock was issued for cash of $157,144,000 by public offering, net of expenses of
$3,776,000, in 1996. The holders of Series C Preferred stock will have the right at any time before
January 1, 2003, to convert each Series C Preferred stock into that number of shares of Common stock
determined by dividing Cdn. $25.00 by Cdn. $38.125. Thereafter, a holder of Series C Preferred stock will
have the right on January 1, 2003, and on the first business day of each quarter thereafter, to convert all or
part of such Series C Preferred stock into that number of shares of Common stock determined by dividing
Cdn. $25.00 plus accrued and unpaid dividends by the greater of Cdn. $3.00 and 95% of the Current
Market Price (as defined) on the date of conversion. During 2000, 100 shares of Series C Preferred stock
were converted into 65 shares of Common stock.
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NOTE 8. STOCKHOLDERS’ EQUITY (Continued)

The holders of the Series C Preferred stock were entitled, as and when declared by the Board of
Directors, to a fixed preferential cumulative cash dividend of 6% per year, payable quarterly. In
March 1999, the Predecessor suspended future dividends on its Common stock and deferred future
dividends on its Preferred stock.

In August 2000, a motion was filed in the Canadian Court by RBC Dominion Securities Inc., Sunrise
Partners LLC and Paloma Strategic Fund LP seeking an order to compel the Predecessor to convert the
Preferred stock to Common stock upon request from the Preferred stockholders. The court denied that
motion on September 29, 2000.

On or after July 1, 1999, the Series C Preferred stock was redeemable by the Predecessor, upon giving
not less than 30 days notice, at a redemption price equal to Cdn. $25.00 per share together with accrued
and unpaid dividends. Prior to July 1, 2001, the redemption could only be effected by the issuance of
Common stock, determined by dividing the redemption price by the greater of Cdn. $3.00 and 95% of the
current market price at the date of redemption. On and after July 1, 2001, the redemption may be effected
by the issuance of Common stock or payment of a cash amount.

As of October 1, 2001, the Predecessor had deferred payment of dividends for 11 consecutive calendar
quarters. Accordingly, this Preferred stock was convertible into Common stock at a ratio of 9.710 Common
shares per Preferred share. However, the Predecessor was not accepting requests for conversion.

(d) Management Equity Investment Plan (“MEIP”)

4,250,000 shares of the Common stock of the Predecessor were reserved upon adoption by the
Predecessor of the MEIP on June 15, 1994. Senior Exchangeable Debentures (the “Debentures”)
amounting to $127,670,000 were issued by Loewen International to a wholly-owned subsidiary of Loewen
International formed to act as agent for the MEIE The Debentures were due July 15, 2001 and bore
interest at floating rates. Each $300.40 of principal amount of Debentures will be exchangeable for one
Convertible First Preferred share, Series B of the Predecessor, each of which will be convertible into ten
shares of the Common stock of the Predecessor. As at December 31, 2000, the ME!IP participants had paid
$2,869,000 for option rights to acquire $57,382,000 of Debentures exercisable as to 50% in 1999, 25% in
2000 and 25% in 2001. If an option expires unexercised, the participant is entitled to a refund without
interest of the amount paid to acquire such option right. In addition, as at December 31, 2000, the former
Chairman had paid $2,253,000 for the right and obligation to acquire $45,060,000 of Debentures with the
same exercise dates. Pursuant to the Plan, the Debentures were canceled on the Effective Date.

(e) Stock option plans

The Predecessor had separate fixed stock option plans for its United States and Canadian employees,
which enabled the Predecessor to grant options to its employees and Directors. The option plans were
administered by the Compensation Committee of the Predecessor’s Board of Directors. Granting of stock
options has been suspended since the Petition Date. At December 31, 2000, 1,752,025 options were
exercisable at prices ranging from $0.93 to $41.25 per Common share. The Predecessor has determined
that, due to its reorganization the stock options were effectively cancelled.
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NOTE 9. LEGAL CONTINGENCIES

See Note 1 for a description of the Predecessor’s reorganization proceedings.

Pursuant to the Plan, Alderwoods Group succeeded to the business previously conducted by the
Predecessor. Accordingly, the Predecessor is not party to any legal contingencies.

NQOTE 10. RECRGANIZATION COSTS

The Predecessor incurred the following pre-tax charges for costs associated with reorganizing its
affairs under the protection of Chapter 11 and the Creditors Arrangement Act as follows:

Years Ended
December 31,

2001 2000
Executory contracts submitted for rejection ........ ... .. .. $ 4947 $ 6,552
Deferred debt issue costs written off . .. .................. — —
PATS option liability recorded . . . .. ....... ... ... .. ... ... — —
Key Employee Retention Plan costs. . .......... ... n... 14,997 7,279
Professional fees and othercosts . . ........ ... ... ... ... .. 75,510 36,724
Interest iNCOME . . . ... u ittt (8,282) (4,678)

$87,172  $45,877

Professional fees and other costs include legal, accounting and consulting services provided to the
Predecessor and the Official Unsecured Creditors’ Committee which, subject to court approval, were
required to be paid by the Predecessor as it reorganized under Chapter 11 and the Creditors Arrangement
Act.

In September 1999, the Bankruptcy Courts approved the Key Employee Retention Plan, a long-term
agreement structured to ensure that appropriate employee levels and expertise were retained during the
reorganization process.

NOTE 11. RETIREMENT PLANS

The Predecessor had a 401(K) Retirement Savings Plan for United States employees who could defer
between 2% and 15% of their compensation. The Predecessor matched 100% of employee contributions
to a maximum of 2% of employees’ eligible compensation. There are no required future contributions
under this plan in respect of past service.

The Predecessor had a Registered Retirement Savings Plan for Canadian employees who could
contribute 3% or 5% of their compensation, which was matched by an equal contribution to the plan by
the Predecessor on behalf of employees. There are no required future contributions under these plans in
respect of past service.

The Predecessor’s total expense for these retirement plans for the two years ended December 31, 2001
and 2000 was $2,252,778 and $2,585,890, respectively.
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NOTE 12. INCOME TAXES

The provision or benefit for income taxes included United States federal income taxes, determined on

a consolidated return basis, foreign, state and local income taxes.

follows:

United States
Foreign

Income tax provision consisted of the following:

Current:
United States
Foreign. ... ... .
State and local

Deferred:
United States
Foreign. ... ...
State and local

Total provision

Loss before income taxes, extraordinary gain and cumulative effect of accounting change was as

Years Ended
December 31,

2001 20600

$(12,773) $(36,345)
(46,405) 1,482

$(59,178) $(34,863)

Years Ended
December 31,

2001 2000

$14,629 $ 3,591

5,962 1,437

3,427 3,680

3,490 12,132
25 (D
499 1,733

$27,982  $22,482

The Predecessor made income tax payments of $17,309,000 and $16,331,000, excluding income tax
refunds of $5,160,000 and $3,306,000, for the years ended December 31, 2001 and 2000, respectively.
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NQOTE 12. INCOME TAXES (Continued)

The difference between the U.S. federal statutory income tax rate and the Predecessor’s effective tax
rate were as follows:

Years Ended
December 31,

2001 2000
% %

U.S. Federal statutory tax rate .. ...........cviuineenen .. (35.0) (35.0)
State and local taxes . ........ ... ... .. . ... i 53 106
Amortization, net of federal income tax benefits of goodwill arising

from acquisitions . ......... ... i 144 205
Other non-deductible charges . ... ......... ... .. .. ... ... 624 116
Change in valuation allowance on deferred tax assets. . ........... 6.4 735
Differences between foreign and U.S. income tax rates (or foreign tax

differential) . ... ..o e 27 (9
Other . ... . _(3.5) (10.8)
Effective income tax rate .. ........oi it 473 645

As a result of reorganization, substantially all deferred tax assets and liabilities, except for certain
operating and capital losses carried forward, were transferred to Alderwoods Group, Inc.

NQTE 13. CHANGES IN OTHER NON-CASH BALANCES

Supplemental disclosures related to statements of cash flows consist of the following:

Years Ended
December 31,

2001 2000
Decrease (increase) in assets:

Receivables, net of allowances

Trade .. ... o $ 6,295 § 4330

Other ... ..o 13,818  (19,392)
Inventories. . . ... . e 735 (3,247)
Prepaid expenses . ....... ...t (9,340) 2,611
Amounts receivable from cemetery trusts . .. ......... ... (39,582)  (55,533)
Customer installment contracts, net of allowances......... 46,773 67,562
Cemetery property . .. ...t 5,230 12,808
Other aSsetS . . o v v vi e et e e e 992 3,095
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NOTE 13. CHANGES IN OTHER NON-CASH BALANCES (Continued)

Years Ended
December 31,

2001 2000
Increase (decrease) in liabilities, including certain liabilities

subject to compromise:

Accounts payable and accrued liabilities. . .. ............ 51,009 5,536
Deferred pre-need funeral contract revenue . .. .......... (3,438) (49,775
Deferred pre-need cemetery contract revenue . .......... (43,234) 2,958
Other liabilities . ......... .. ... i 10,446 (5,845)
Insurance policy liabilities . .. ....................... 27,321 23,655
Other changes in non-cash balances. . ................. 2,625 8,140

$ 69,650 § (3,097)

Supplemental information:

Interest paid . ..... ... .. .. .. $ 8343 § 7,762

Baddebtexpense ................. ... .. 7,893 8,015
Non-cash investing and financing activities:

Capital leases . . . . ... .ot (5,659) (11,399)

NOTE 14. DEFERRED PRE-NEED REVENUE

The activity in deferred pre-need cemetery contract revenue was as follows:

Years Ended
December 31,

2001
Beginning balance . .......... .. .. ... $1,037,611
Net sales . ..ot i i e 68,972
DiSpoSitions . .. ..ot (214,735)
Maturities. . . ... e (110,299)
Realized earnings on cemetery trusts . ....................... 15,200
Change in cancellation reserve . . ... ... .o it (14,432)
Fresh start valuation adjustments, including effects of Alderwoods
Group’s accounting policy change . . ....................... (440,299)
Transfer to Alderwoods Group, Inc. .. ... ....... .. .......... (342,018)
Ending balance .......... ...t $ —

The realized earnings recognized in the consolidated statement of operations related to pre-need
merchandise and services trusts and perpetual or endowment care trusts were $29,378,000 and $33,526,000
for the years ended December 31, 2001 and 2000, respectively.
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NOTE 14. DEFERRED PRE-NEED REVENUE (Continued)

The Predecessor’s gross pre-need funeral contract sales decreased to approximately $108 million in
2001 from approximately $119 million in 2000. The Predecessor estimated that it had a backlog of
approximately $1.1 billion in pre-need funeral contracts as of December 31, 2001. At January 1, 2000, when
the Predecessor implemented SAB 101, approximately $92 million was recorded representing amounts
received but not required to be placed in trust, and interest earnings on amounts in trust, which had
previously been recognized in revenue. During 2001 and 2000, the Predecessor recognized approximately
$4.4 million and $6.1 million, respectively, of this amount in funeral revenue.

NOTE 15. SEGMENTED INFORMATION

The Predecessor’s reportable segments comprised three businesses it operated, each of which offered
different products and services: funeral homes, cemeteries and insurance (see Note 2).

The accounting policies of the segments are the same as those described in the summary of significant
accounting policies (see Note 3). The Predecessor sold primarily to external customers, though any
intersegment sales or transfers occured at market price. In 2001, the inter-company insurance commissions
amounted to $4,911,000 and were eliminated in the Predecessor’s consolidated financial statements
(2000 — $4,454,000). The Predecessor evaluates performance based on earnings from operations of the
respective businesses.

Funeral Cemetery  Imsuramce Other Ceonselidated

Revenue earned from external sales:

2001 ... $ 522,080 § 210,097 $ 104215 $ — $ 836,401

2000 .. 576,940 263,203 87,541 — 927,684
Earnings (loss) from operations:

2001 ... $ 71,362 $(139,999) $§ 11,609 $(75,145) $ (132,173)

2000 . ... 47,378 25,914 5,599 (61,422) 17,469
Investment revenue (included in earnings (loss) from

operations):

2001 ... $ 2105 § 28475 $ 22152 $ 2,802 $ 55534

2000 ... 2,887 39,677 21,642 909 65,115
Depreciation and amortization:

2001 ... e $ 37984 § 6659 § 31§ 12,364 § 57,038

2000 ... 41,802 8,072 31 7,114 57,019
Capital expenditures:

2001 .. $ 4740 $ 3174 § 248 $ 12,850 $ 21,012

2000 ... 11,306 4,717 — 10,469 26,492
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NOTE 15. SEGMENTED INFORMATION (Continued)

The following table reconciles earnings from operations of reportable segments to total earnings (loss)
and identifies the components of “Other” segment earnings from operations:

Years Ended
December 31,

2001 2000
Earnings (loss) from operations of funeral, cemetery and
INSUTANCE SEEMENLS . . . vt vt e et e et en s $ (57,028) $ 78,891
Other expenses of operations:
General and administrative expenses . ................ (61,010)  (54,308)
Depreciation and amortization. . ... ................. (12,364)  (7,114)
Other. .. ... (1,771) —
(75,145) (61,422)
Total earnings (loss) from operations. . . ................ $(132,173) $ 17,469

The Predecessor operated principally in North America. Over 90% of its revenues were earned in the
United States. The Predecessor also had operations in Canada and the United Kingdom. The following
tables depict the revenues earned and the long-term assets held in the reportable geographic segments.

Years Ended
December 31,

2001 2040
Revenue:
United States . ... ...ttt $767,606 $849,519
Canada . ... ... . e e 53,779 57,000

........................................ 15,016 21,165
$836,401  $927,684
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NQOTE 16. EARNINGS PER SHARE

The basic and diluted earnings per share computations for income (loss) before extraordinary gain
and cumulative effect of accounting change were as follows:

Years Ended
December 31,

2001 2000
Income (numerator):
Loss before extraordinary items and cumulative effect of
accounting change . ... ... i $ (87,160) § (57,345)
Less, provision for Preferred stock dividends .. ............ 8,536 8,886
Loss before extraordinary items and cumulative effect of
accounting change attributable to Common stockholders . . . . (95,696) (66,231)
Extraordinary gain on debt discharge . . .. ................ 958,956 —
Fresh start valuation adjustments . . ..................... (228,135) —
Cumulative effect of accounting change . ................. — . (986,750)
Net income (loss) attributable to Common stockholders ... ... .. $ 635,125  $(1,052,981)
Shares (denominator)
Basic and diluted weighted average number of shares of
Common stock outstanding (thousands) 74,145 74,145

As a result of the Predecessor’s reorganization proceedings, the Predecessor was not accepting
requests to exercise stock options or convert Preferred stock. Accordingly, there was no Common stock
issuable with respect to stock options and Preferred stock.

NOTE 17. SUMMARIZED CHAPTER 11 AND CREDITORS ARRANGEMENT ACT FINANCIAL
INFORMATION

Summarized financial data for the companies that were under creditor protection of Chapter 11 and
the Creditors Arrangement Act are as follows:

Years Ended

December 31,
2001 2000
Income statement information:

REVEMUE v ottt et ettt e e e i $ 694,941 $733,832
Gross Margin . . .. ..ov v v vttt 161,333 232,433
Income (loss) from operations. . .. .................. (144,877) 1,746
Loss before extraordinary items and cumulative effect of

accounting change . . .. ........ ... . ... (91,646)  (68,047)
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NOTE 18. QUARTERLY FINANCIAL DATA (UNAUDITED)

Quarterly financial data, which has been restated to give effect to the full implementation of SAB 101,
is as follows:

First Second Third Fourth
Quarter Quarter Quarter Quarter
Year ended December 31, 2001
Revenue ............ ... . $ 222,327 $209,856 $201,401 $ 202,817
Gross profit ........... . . . e 58,600 50,045 46,593 26,001
Income (loss) before extraordinary items and

cumulative effect of accounting change ......... 28,251  (85,881)  (20,888) (8,642)
Net income (loss) ......... ... ... ... .. .... 28,251  (85,881)  (20,888) 722,179

Basic and diluted income (loss) per Common share .. $ 035 $ (1.19) § (0.31) § 9.72

The effect of the restatement on quarterly financial information as a result of the implementation of
SAB 101 effective January 1, 2000 is summarized below:

First Second Third Fourth
Quarter Quarter Quarter Quarter
Year ended December 31, 2001
Income (loss) before extraordinary items and cumulative
effect of accounting change as previously stated under
US. GAAP . ... $(10,643) $(114,852) $(52,166) n/a
Adjustment to give effect to SAB 101 .............. 38,894 28,971 31,278 n/a
Income (loss) before extraordinary items and cumulative
effect of accounting change, restated . ............ $ 28,251 § (85,881) $(20,888) n/a
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

PART I1I
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information regarding executive officers required by this Item is incorporated herein by reference
to the information contained in Part I of this report under the caption “Executive Officers of Alderwoods
Group.” In accordance with General Instruction G(3), the information regarding directors required by this
Item is incorporated herein by reference to the information provided under the captions “Election of
Directors — Information Regarding Director Nominees” and “Section 16 (a) Beneficial Ownership
Reporting Compliance” of Alderwoods Group’s Proxy Statement to be filed with the SEC.

ITEM 11. EXECUTIVE COMPENSATION

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the captions “Executive Compensation,”
Agreements with Named Executive Officers,” “Meetings and Committees of the Board of Directors —
Director Compensation and Other Payments” and “Compensation Committee Interlocks and Insider
Participation” of Alderwoods Group, Inc.’s Proxy Statement to be filed with the SEC.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the caption “Beneficial Ownership of Principal
Stockholders, Directors and Management” of Alderwoods Group, Inc.’s Proxy Statement to be filed with
the SEC.

Securities Authorized for Issuance Under Equity Compensation Plans

The following table summarizes the total number of shares of Common Stock authorized for issuance
at December 28, 2002, under the Company’s 2002 Equity and Performance Incentive Plan implemented on
January 2, 2002, which is the Company’s only equity compensation plan.

Equity Compensation Plan Information

Number of
securities
remaining
available for
Number of Weighted future issuance
securities average exercise under equity
to be issued upon price of compensation
exercise of outstanding plans (excluding
outstanding options, securities
options, warrants warrants and reflected in
and rights rights - column (a))
(a) (b (c)
Equity compensation plans approved by security
holders . .. ... ... ... . . . 3,470,000 $11.07 1,030,000
Equity compensation plans not approved by security
holders . . ... ... e n/a n/a n/a
Total ... e 3,470,000 $11.07 1,030,000
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

In accordance with General Instruction G(3), the information required by this Item is incorporated
herein by reference to the information provided under the caption “Certain Relationships and Related
Transactions” of Alderwoods Group, Inc.’s Proxy Statement to be filed with the SEC.

ITEM 14. CONTROLS AND PROCEDURES

The Company maintains a set of disclosure controls and procedures designed to ensure that
information required to be disclosed by the Company in reports that it files or submits under the Securities
Exchange Act of 1934 is recorded, processed, summarized and reported within the time periods specified
in SEC rules and forms. Within the 90-day period prior to the filing of this report, an evaluation was
carried out, under the supervision and with the participation of the Company’s management, including the
Chief Executive Officer (“CEQ”) and Chief Financial Officer (“CFQ”), of the effectiveness of the
Company’s disclosure controls and procedures. Based on that evaluation, the CEO and CFO have
concluded that the Company’s disclosure controls and procedures are effective.

Subsequent to the date of their evaluation, there have been no significant changes in the Company’s
internal controls or in other factors that could significantly affect these controls.
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PART 1V
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON FORM §-K

(2) Documents filed as part of this report:

Financial Statements

Alderwoods Group, Inc., Consolidated Balance Sheet
Report of Independent Accountants
Consolidated Balance Sheets as of December 28, 2002 and December 31, 2001
Consolidated Statement of Operations for the 52 Weeks Ended December 28, 2002
Consolidated Statement of Stockholders’ Equity for the 52 Weeks Ended December 28, 2002
Consolidated Statement of Cash Flows for the 52 Weeks Ended December 28, 2002

Notes to Consolidated Financial Statements

The Loewen Group Inc., Consolidated Fimancial Statements
Report of Independent Accountants
Consolidated Balance Sheet as of December 31, 2001
Consolidated Statements of Operations for the Years Ended December 31, 2001 and 2000

Consolidated Statements of Stockholders’ Equity for the Years Ended December 31, 2001
and 2000

Consolidated Statements of Cash Flows for the Years Ended December 31, 2001 and 2000

Notes to Consolidated Financial Statements

Financial Statement Schedule

Exhibits

Exhibit
Number

Schedule I — Valuation and Qualifying Accounts

Description

2.1

22

23

Fourth Amended Joint Plan of Reorganization of Loewen Group International, Inc., Its
Parent Corporation and Certain of Their Debtor Subsidiaries (incorporated by reference to
Exhibit 99.1 to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed
September 10, 2001)

Modification to the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
(incorporated by reference to Exhibit 2.2 to the Form 8-K of The Loewen Group Inc., SEC
File No. 1-12163, filed December 11, 2001)

Second Modification to the Fourth Amended Joint Plan of Reorganization of Loewen Group
International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
(incorporated by reference to Exhibit 2.3 to the Form 8-K of The Loewen Group Inc., SEC
File No. 1-12163, filed December 11, 2001)
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Exhibit
Number

Description

24

25

2.6

31

3.2

4.1

4.2

4.3

44

4.5

47

4.8

49

10.1

10.2

Order Approving Modification of Fourth Amended Joint Plan of Reorganization of Loewen
Group International, Inc., Its Parent Corporation and Certain of Their Debtor Subsidiaries
and Compromise and Settlement of Claims Filed by Thomas Hardy (incorporated by
reference to Exhibit 2.4 to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163,
filed December 11, 2001)

Findings of Fact, Conclusions of Law and Order Confirming Amended Joint Plan of
Reorganization of Loewen Group International, Inc., Its Parent Corporation and Certain of
Their Debtor Subsidiaries, As Modified, dated December 5, 2001 (incorporated by reference
to Exhibit 2.5 to the Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed
December 11, 2001)

Final Order dated December 7, 2001 (incorporated by reference to Exhibit 2.6 to the
Form 8-K of The Loewen Group Inc., SEC File No. 1-12163, filed December 11, 2001)

Certificate of Incorporation of Alderwoods Group, Inc. (incorporated by reference to
Exhibit 3.1 to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed
March 28, 2002)

Bylaws of Alderwoods Group, Inc. (incorporated by reference to Exhibit 3.2 to the
Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Form of Stock Certificate for Common Stock (incorporated by reference to Exhibit 4.1 to the
Form 10-K of Loewen Group International, Inc., SEC File No. 000-33277, filed
December 17, 2001)

Equity Registration Rights Agreement among Alderwoods Group, Inc. and certain holders of
Common Stock. (incorporated by reference to Exhibit 4.2 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Warrant Agreement (incorporated by reference to Exhibit 4.3 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Form of Warrant Certificate (incorporated by reference to Exhibit A to Exhibit 4.3 to the
Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed on March 28, 2002)

Rights Agreement, dated as of March 6, 2002, by and between Alderwoods Group, Inc. and
Wells Fargo Bank Minnesota, National Association, as rights agent (including Form of
Certificate of Designation of Series A Junior Participating Preferred Stock as Exhibit A
thereto, a Form of Right Certificate as Exhibit B thereto and a Summary of Rights to
Purchase Preferred Stock as Exhibit C thereto) (incorporated by reference to Exhibit 4.1 to
the Form 8-A of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 13, 2002)

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc.
and Franklin Mutual Advisors, LLC

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc.
and GSCP Recovery, Inc. and GSC Recovery II, L.P

Waiver of Registration Rights dated June 27, 2002, by and between Alderwoods Group, Inc.
and Oaktree Capital Management, LLC

Indenture governing the 12 1/4% Senior Secured Notes due 2004 (incorporated by reference
to Exhibit 10.1 to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed
March 28, 2002)

Indenture governing the 11% Senior Notes due 2007 (incorporated by reference to
Exhibit 10.2 to the Form 10-K of Alderwoods Group, Inc., SEC File No, 000-33277, filed
March 28, 2002)
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Exhibit
Number

Description

103

104

10.5

10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

Indenture governing the 12 1/4% Senior Notes due 2009 (incorporated by reference to
Exhibit 10.3 to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed
March 28, 2002)

Indenture governing the 12 1/4% Convertible Subordinated Notes due 2012 (incorporated by
reference to Exhibit 10.4 to the Form 10-K of Alderwoods Group, Inc., SEC File
No. 000-33277, filed March 28, 2002)

Debt Registration Rights Agreement among Alderwoods Group, Inc. and certain holders of
debt securities of Alderwoods Group, Inc. (incorporated by reference to Exhibit 10.5 to the
Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Indenture dated as of November 15, 1996 governing the 9 1/2% Senior Subordinated Notes
due 2004 of Rose Hills Acquisition Corp. (incorporated by reference to Exhibit 4.1 to the
Form S-4 of Rose Hills Company, Registration No. 333-21411, filed February 7, 1997)

Credit Agreement dated as of November 19, 1996 among Rose Hills Company, Rose Hills
Holdings Corp., Goldman, Sachs & Co., as syndication agent and arranging agent, the
financial institutions from time to time parties thereto as lenders and The Bank of Nova
Scotia, as administrative agent for such lenders (incorporated by reference to Exhibit 10.2 to
the Form S-4 of Rose Hills Company, Registration No. 333-21411, filed February 7, 1997)

First Amendment to Credit Agreement dated January 12, 2001 among Rose Hills Company,

Rose Hills Holdings Corp., Goldman, Sachs & Co., as syndication agent and arranging agent,
the financial institutions from time to time parties thereto as lenders and The Bank of Nova

Scotia, as administrative agent for such lender (incorporated by reference to Exhibit 10.26 to
the Form 10-Q of Rose Hills Company, Registration No. 333-21411, filed May 15, 2001)

Second Amendment to Credit Agreement dated April 27, 2001 among Rose Hills Company,

Rose Hills Holdings Corp., Goldman, Sachs & Co., as syndication agent and arranging agent,
the financial institutions from time to time parties thereto as lenders and The Bank of Nova

Scotia, as administrative agent for such lender (incorporated by reference to Exhibit 10.27 to
the Form 10-Q of Rose Hills Company, Registration No. 333-21411, filed May 15, 2001)

Financing Agreement dated as of January 2, 2002 among Alderwoods Group, Inc., CIT
Group/Business Credit, Inc. and various subsidiaries of Alderwoods Group, Inc.

(incorporated by reference to Exhibit 10.8 to the Form 10-K of Alderwoods Group, Inc., SEC
File No. 000-33277, filed March 28, 2002)

Amendment No. 1 to Financing Agreement dated as of January 17, 2002 among Alderwoods
Group, Inc., CIT Group/Business Credit, Inc. and various subsidiaries of Alderwoods

Group, Inc. (incorporated by reference to Exhibit 10.9 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Amendment No. 2 to Financing Agreement dated as of February 1, 2002 among Alderwoods
Group, Inc., CIT Group/Business Credit, Inc. and various subsidiaries of Alderwoods

Group, Inc. (incorporated by reference to Exhibit 10.10 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Amendment No. 3 and Consent No. 1 to Financing Agreement dated as of February 15, 2002
among Alderwoods Group, Inc., CIT Group/Business Credit, Inc. and various subsidiaries of
Alderwoods Group, Inc. (incorporated by reference to Exhibit 10.11 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)
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Exhibit
Number

Description

10.14

**10.15

**10.16

*10.17

*10.18

*10.19

*10.20

*10.21

*10.22

*10.23

*10.24

*10.25

*10.26

*10.27

*10.28

Amendment No. 4 and Limited Waiver to Financing Agreement dated as of February 28,
2002 among Alderwoods Group, Inc., CIT Group/Business Credit, Inc. and various
subsidiaries of Alderwoods Group, Inc. (incorporated by reference to Exhibit 10.12 to the
Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Amendment No. 5 to Financing Agreement dated as of November 14, 2002 among
Alderwoods Group, Inc., CIT Group/Business Credit, Inc. and various subsidiaries of
Alderwoods Group, Inc.

Amendment No. 7 and Limited Consent to Financing Agreement dated as of February 14,
2003 among Alderwoods Group, Inc., CIT Group/Business Credit, Inc. and various
subsidiaries of Alderwoods Group, Inc.

The Loewen Group Inc. Corporate Incentive Plan (incorporated by reference to
Exhibit 10.5.1 to the Form 10-K of The Loewen Group Inc., SEC File No. 1-12163, filed
March 16, 2000)

The Loewen Group Inc. Operations Incentive Plan (incorporated by reference to
Exhibit 10.5.2 to the Form 10-K of The Loewen Group Inc., SEC File No. 1-12163, filed

. March 16, 2000)

The Loewen Group Inc. Basic Employee Severance Plan (incorporated by reference to
Exhibit 10.5.3 to the Form 10-K of The Loewen Group Inc., SEC File No. 1-12163, filed
March 16, 2000)

The Loewen Group Inc. Executive and Other Specified Employee Severance Plan
(incorporated by reference to Exhibit 10.5.4 to the Form 10-K of The Loewen Group Inc,,
SEC File No. 1-12163, filed March 16, 2000)

The Loewen Group Inc. Confirmation Incentive Plan (incorporated by reference to
Exhibit 10.5.5 to the Form 10-K of The Loewen Group Inc., SEC File No. 1-12163, filed
March 16, 2000)

The Loewen Group Inc. Retention Incentive Plan (incorporated by reference to
Exhibit 10.5.6 to the Form 10-K of The Loewen Group Inc., SEC File No. 1-12163, filed
March 16, 2000)

Form of Employment and Release Agreement for Corporate and Country Management
(incorporated by reference to Exhibit 10.5.7 to the Form 10-K of The Loewen Group Inc.,
SEC File No. 1-12163, filed March 16, 2000)

Form of Stay Put Bonus Plan Letters, dated February 26, 1999 (incorporated by reference to
Exhibit 10.13 to the Form 10-K of The Loewen Group, Inc., SEC File No. 1-12163, filed on
April 14, 1999)

Employment Agreement dated January 2, 2002, by and between Alderwoods Group, Inc. and
John S. Lacey (incorporated by reference to Exhibit 10.21 to the Form 10-K of Alderwoods
Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Employment Agreement dated January 2, 2002, by and between Alderwoods Group, Inc. and
Paul A. Houston (incorporated by reference to Exhibit 10.22 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Employment Agreement dated January 2, 2002, by and between Alderwoods Group, Inc. and
Kenneth A. Sloan (incorporated by reference to Exhibit 10.23 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

Amendment to Employment Agreement dated as of December 15, 2002, by and between
Alderwoods Group, Inc. and Kenneth A. Sloan.**
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Exhibit
Number Description

*10.29 Employment Agreement dated January 2, 2002, by and between Alderwoods Group, Inc. and
Bradley D. Stam (incorporated by reference to Exhibit 10.24 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

*10.30 Employment Agreement dated January 2, 2002, by and between Alderwoods Group, Inc. and
Gordon D. Orlikow (incorporated by reference to Exhibit 10.25 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

*10.31 Employment Agreement dated January 2, 2002, by and between Alderwoods Group, Inc. and
James D. Arthurs (incorporated by reference to Exhibit 10.26 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

*10.32 Employment Agreement dated June 6, 2002, by and between Alderwoods Group, Inc. and
Ellen Neeman (incorporated by reference to Exhibit 10.29 to the Form 10-Q of Alderwoods
Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

*10.33 Employment Agreement dated June 10, 2002, by and between Alderwoods Group, Inc. and
Cameron R.W. Duff (incorporated by reference to Exhibit 10.30 to Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed July 24, 2002)

*10.34 Employment Agreement dated September 16, 2002, by and between Alderwoods Group, Inc.
and Ross S. Caradonna (incorporated by reference to Exhibit 10.31 to Form 10-Q of
Alderwoods Group, Inc., SEC File No. 000-33277, filed November 14, 2002)

*10.35 Alderwoods Group, Inc. 2002 Equity Incentive Plan (incorporated by reference to
Exhibit 10.27 to the Form 10-K of Alderwoods Group, Inc., SEC File No. 000-33277, filed
March 28, 2002)

*10.36  Director Compensation Plan (incorporatéd by reference to Exhibit 10.28 to the Form 10-K of
Alderwoods Group, Inc., SEC File No. 000-33277, filed March 28, 2002)

**21.1  Subsidiaries of Alderwoods Group, Inc. as of February 28, 2003
24.1  Powers of Attorney (included in the signature pages to this Form 10-K)

*  Indicates management contract or compensatory plan or arrangement.
**  TFiled herewith.
(b) Reports on Form §-K

The following Current Report on Form 8-K was filed by Alderwoods Group during the last quarter of
fiscal 2002:

Filing Date Item Number Description
QOctober 31, 2002 (dated Item 5.0 Other Announcement of the extension of the deadline
October 31, 2002) Events to December 2, 2002, for the submission of

stockholder proposals in connection with
Alderwoods Group’s 2003 annual meeting of
stockholders to be held on or about May 1, 2003
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SCHEDULE II — VALUATION AND QUALIFYING ACCOUNTS

ALDERWOODS GROUR INC. and PREDECESSOR(5)
December 28, 2002

(in thousands of dollars)

Balance at  Charged to
beginning of costs and Charged to Balance at end

Description period expenses other accounts Deductions(2) of period
Current — Allowance for doubtful

accounts
52 weeks ended

December 28,2002........... $ 26291 $ 5645 $ TN(1) $ (21,898) $ 9,961
Year ended December 31, 2001 . .. 34,111 7,893 (5,113)(1) (10,600) 26,291
Year ended December 31, 2000 . . . 36,660 8,015 (1,235)(1) (9,329) 34,111
Allowance for pre-need funeral

contract cancellations

and refunds
52 weeks ended

December 28,2002, .......... $158,381 $ 6,885 $ (5,236)(1) $ (3,647 $156,383
Year ended December 31, 2001 ... — — 158,381 (3) — 158,381
Year ended December 31, 2000 . .. — —_ — — —
Allowance for pre-need cemetery

contract cancellations

and refunds
52 weeks ended

December 31,2002. .......... $ 31,556 $ 3,749 $ (53391 $ (8,970) $ 25,796
Year ended December 31, 2001 . .. 30,360 14,137 (5,382)(1)(3) (7,559) 31,556
Year ended December 31, 2000 . .. 58,345 9,187 (1,558)(1) (35,614) 30,360
Deferred tax valuation allowance
52 weeks ended

December 28, 2002. ... ....... $289,582 § 6,059 $ 95,404 (6) $ — $391,045
Year ended December 31, 2001 ... 654,000 3,796 (368,214)(3) — 289,582
Year ended December 31, 2000 ... 328,514 4,073 321,413 (4) — 654,000

(1) Primarily related to disposals in connection with locations sold and the acquisition of Rose Hills.

(2) Uncollected receivables written off, net of recoveries.

(3) Fresh start and other adjustments and the acquisition of Rose Hills.

(4) Cumulative effect of change in accounting principle.

(5) Amounts prior to December 31, 2001, refiect Predecessor valuation and qualifying accounts.

(6)
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Primarily due to the cumulative effect of the Plan implementation.




SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this Report to be signed on its behalf by the undersigned, thereunto duly
authorized.

AILDERWOODS GROUP, INC.

By: /s/ PAUL A. HOUSTON

Paul A. Houston
Dated: March 25, 2003 President and Chief Executive Officer

POWER OF ATTORNEY

Each person whose signature appears below hereby appoints Paul A. Houston and Kenneth A. Sloan,
and each of them severally, acting alone and without the other, his true and lawful attorney-in-fact with
authority to execute in the name of each such person, and to file with the Securities and Exchange
Commission, together with any exhibits thereto and other documents therewith, any and all amendments
to this report necessary or advisable to enable the registrant to comply with the Securities Exchange Act of
1934, and any rules, regulations and requirements of the Securities and Exchange Commission in respect
thereof, which amendments may make such changes in this report as the aforesaid attorney-in-fact deems
appropriate.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
below by the following persons on behalf of the registrant and in the capacities and on the dates indicated.

President, Chief Executive

PauL A. HousToN i i
N Officer and Director ) o4 March 25, 2003
Paul A. Houston (Principal Executive
Officer)

Executive Vice President,
Chief Financial Officer
(Principal Financial Dated: March 25, 2003
Officer and Principal
Accounting Officer)

/s/ KENNETH A. SLOAN
Kenneth A. Sloan

/s/ LLoYD E. CAMPBELL

Director Dated: March 25, 2003
Lloyd E. Campbeli
/s/ ANTHONY G. EAMES .
Director Dated: March 25, 2003
Anthony G. Eames
/s/ CHARLES M. FLSON .
Director Dated: March 25, 2003

Charles M. Elson
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/s/ DAaviD R. HILTY

David R. Hilty

/s/ OLIVIA KIRTLEY

Olivia Kirtley

/s/ JOHN S. LACEY

John S. Lacey

/s/ WILLIAM R. RIEDL

William R. Riedl

/s/ W. MACDONALD SNOW

W. MacDonald Snow

Director

Director

Chairman of the Board

Director

Director

126

Dated: March 25, 2003

Dated: March 25, 2003

Dated: March 25, 2003

Dated: March 25, 2003

Dated: March 25, 2003



CERTIFICATIONS

I, Paul A. Houston, certify that:
I have reviewed this annual report on Form 10-K of Alderwoods Group, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

(a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

(c) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

(a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

(b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officers and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

By: /s/ PAUL A. HOUSTON

Paul A. Houston
President, Chief Executive Officer and Director

Dated: March 25, 2003 (Principal Executive Officer)
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I, Kenneth A. Sloan, certify that:

I have reviewed this annual report on Form 10-K of Alderwoods Group, Inc.;

Based on my knowledge, this annual report does not contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
annual report;

Based on my knowledge, the financial statements, and other financial information included in this
annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

The registrant’s other certifying officers and [ are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

{(a) designed such disclosure controls and procedures to ensure that material information relating to
the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

(b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

(c) presented in this annual report our conclusions about the effectiveness of the disclosure controls
and procedures based on our evaluation as of the Evaluation Date;

The registrant’s other certifying officers and I have disclosed, based on our most recent evaluation, to
the registrant’s auditors and the audit committee of registrant’s board of directors (or persons
performing the equivalent function):

(a) all significant deficiencies in the design or operation of internal controls which could adversely
affect the registrant’s ability to record, process, summarize and report financial data and have
identified for the registrant’s auditors any material weaknesses in internal controls; and

(b) any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal controls; and

The registrant’s other certifying officers and I have indicated in this annual report whether there were
significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with
regard to significant deficiencies and material weaknesses.

By: s/ KENNETH A. SLOAN

Kenneth A. Sloan
Executive Vice President, Chief Financial Officer
(Principal Financial Officer and

Dated: March 25, 2003 Chief Accounting Officer)
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Exhibit
Number

EXHIBIT LIST

Description

10.15

10.16

10.28

211

Amendment No. 5 to Financing Agreement dated as of November 14, 2002 among
Alderwoods Group, Inc., CIT Group/Business Credit, Inc. and various subsidiaries of
Alderwoods Group, Inc.

Amendment No. 7 and Limited Consent to Financing Agreement dated as of February 14,
2003 among Alderwoods Group, Inc., CIT Group/Business Credit, Inc. and various
subsidiaries of Alderwoods Group, Inc.

Amendment to Employment Agreement dated as of December 15, 2002, by and between
Alderwoods Group, Inc. and Kenneth A. Sloan.

Subsidiaries of Alderwoods Group, Inc. as of February 28, 2003
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